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Background The Comptroller 

The Office of the Comptroller of the Currency (OCC) was 
established in 1863 as a bureau of the Department of the 
Treasury The OCC is headed by the Comptroller who is 
appointed by the President, with the advice and consent 
of the Senate, for a 5-year term 

The OCC regulates national banks by its power to: 

• Approve or deny applications for new charters, 
branches, capital or other changes in corporate or 
banking structure. 

• Examine the banks: 
• Take supervisory actions against banks which do not 

conform to laws and regulations or which otherwise 
engage in unsound banking practices, including 
removal of officers, negotiation of agreements to 
change existing banking practices and issuance of 
cease and desist orders: and 

• Issue rules and regulations concerning banking 
practices and governing bank lending and invest¬ 
ment practices and corporate structure 

The OCC divides the United States into six geographical 
districts, with each headed by a Deputy Comptroller 

Robert Logan Clarke became the 26th Comptroller of the 
Currency on December 10, 1985. 

By statute, the Comptroller serves a concurrent term as a 
Director of the Federal Deposit Insurance Corporation 
and of the Resolution Trust Corporation, and as a mem¬ 
ber of the Federal Financial Institutions Examination 

Council 

An attorney, Mr. Clarke was formerly with the law firm of 
Bracewell & Patterson in Houston, Texas. He joined the 
firm in 1968 and founded its Banking Section in 1972. 

Mr Clarke received a B.A degree from Rice University in 
1963 and an LL.B. degree from Harvard University Law 
School in 1966. He served as a Captain in the United 
States Army from 1966 to 1968 
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Operations of National Banks 
The aggregate reported earnings of national banks 

dropped in the third quarter of 1989 after posting 

record highs in each of the first two quarters of the year. 

The decline in reported income was due primarily to 

new allocations to loss reserves made by a number of 

large national banks against loans to less developed 

countries (LDCs). 

Many other national banks, however, were beset by 

problems in their portfolio of real estate loans. Although 
nonperforming real estate and real estate loan losses 

have, in recent years, been most pronounced in the 
OCC's Southwestern District, the third-quarter deterio¬ 

ration in real estate loan portfolios occurred principally 

in the New England states and in Arizona. In the South¬ 

western District, by contrast, nonperforming real estate 

assets at national banks fell to their lowest level in two 
years, even though nonperforming real estate re¬ 

mained a significant drag on the performance of many 

banks, especially small banks. 

Aggregate Reported Earnings Declined in the Third 
Quarter 

National banks earned $2.0 billion in the third quarter of 

1989_down from $4.3 billion in the first quarter and 

$4.0 billion in the second quarter — to bring their 

earnings for the first nine months of 1989 to $10.3 

billion. 

Net Income at National Banks 

First Second Third 

Quarter Quarter Quarter 

1985 $2.6B $2 4B $2.8B 

1986 $2.5B $1 9B $2 8B 

1987 $2.8B - $7.7B $3 6B 

1988 $2.2B $2.5B $5.2B 

1989 $4.3B $4 OB $2 OB 

Earnings were particularly depressed among large 

money center banks. Five of the largest national banks 

boosted their reserves against LDC debt by a com¬ 

bined $1 6 billion in the third quarter. Those provisions 

contributed to third-quarter losses of approximately 

$1 1 billion at those banks. In the Northeastern District, 

where three of those banks are headquartered, na¬ 

tional banks posted aggregate losses of nearly $500 

million in the third quarter of 1989, after earning more 

than $2.9 billion during the first half of the year. 

The latest round of provisioning came after the signing 

of the Mexican debt accord, under which U S banks 

were asked to make new loans to Mexico, accept a 

reduction in the interest rate charged on outstanding 

loans, or reduce the principal value on outstanding 

loans. The additional allocation to loan loss reserves 

probably was also prompted by difficulties faced by 

some other developing countries, most notably Brazil 

and Argentina, in servicing their outstanding debt. 

Brazil, which resumed interest payments in the fourth 

quarter of 1988, missed a $1 6 billion interest payment 

in the third quarter of this year, and Argentina is a year 

and half past due in making its interest payments. 

Problem Real Estate Burdened New England Banks 

National banks in New England — Maine, Vermont, 

New Hampshire, Massachusetts, Connecticut, and 

Rhode Island — were beset by growing weakness in 

their outstanding real estate loans. Nonperforming real 

estate assets, which include other real estate owned 

(OREO), increased, thereby reducing net interest in¬ 

come and precipitating increased allocations to loan 

loss reserves. 

As of September 30, 1989, New England national 

banks had more than $2 billion in nonperforming real 

estate, about six percent of their real estate loans plus 

OREO. That was more than four times the level of 

nonperforming real estate at those bonks two yearn 

earlier — $457 million — and nearly three times the 

level of nonperforming real estate one year earlier — 

$720 million. In the third quarter of 1989 alone, non¬ 

performing real estate at New England national banks 
increased by $477 million, bringing the aggregate 

increase in their nonperforming real estate during the 

first three quarters of 1989 to $1 09 billion 

NONPERFORMING REAL ESTATE IN NEW ENGLAND STATES 
NATIONAL BANKS 

$ Millions 

87Q3 8704 8801 8802 8803 8804 8901 8902 8903 

Source Call Reports 
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^he deterioration in the quality of real estate loans in the 

\ew England states followed a rapid increase in real 

estate lending among national banks located in those 

b.a.es In the third quarter of 1985, for example, their 

outstanding real estate loans totaled $11 2 billion In 

just four years — by the third quarter of this year — such 
loans had tripled to $33.6 billion 

increased real estate loans outstanding were ac¬ 

companied by increasing real estate loan losses. In 

fact, four years ago, New England national banks real¬ 

ized net recoveries on their real estate loans, but since 

then, charge offs have accelerated. Through the first 

nine months of this year, New England banks charged 

off more than $205 million in real estate loans, more 

than four times the level of real estate charge offs one 

year ago. With the substantial increase in non¬ 

performing real estate that occurred in 1988 and the 

first nine months of 1989, further increases in real 
estate charge offs are likely. 

NEW ENGLAND REAL ESTATE LOAN LOSSES 
NATIONAL BANKS 

$ Millions 

Arizona Banks Also Burdened by Problem Real Estate 

As in New England, real estate loan charge offs have 

also soared at national banks operating in Arizona In 

the first three quarters of 1989, those banks charged off 

$265 million in real estate loans, about 15 times as 

much as was charged off in the first three quarters of 
1988 

ARIZONA REAL ESTATE LOAN LOSSES 
NATIONAL BANKS 

S Millions 

Despite that growth, national banks in Arizona still had 

$825 million of nonperforming real estate assets on 

their books as of September 30 of this year, accounting 

for 85 percent of their total nonperforming assets and 

almost 20 percent of their real estate loans plus OREO 

The fallout from those problem real estate loans has 

been widespread. Through the third quarter of this 

year, two out of three national banks in Arizona were 

unprofitable and, in the aggregate, Arizona national 

banks posted losses of nearly $300 million through the 
first three quarters of this year. 

Conditions Improved in the Southwest 

While problem real estate loans increased in New 

England arid in Arizona during the first three quarters of 

this year, they declined, albeit marginally, among na¬ 

tional banks in the OCC's Southwestern District, the 

district most significantly affected by weak real estate 

markets in recent years. That decline, however, can be 

attributed, in part, to the failure of 79 national banks in 

the Southwestern District during the first nine months of 

this year. Those banks held approximately $2.5 billion 

in nonperforming real estate assets before their failure, 
much of which is now the property of the FDIC 

Despite the apparent decline in nonperforming real 

estate there, Southwestern District national banks still 

had more than $6.8 billion of nonperforming real estate 

on their books as of September 30, 1989 — approxi¬ 

mately 18 percent of their real estate loans plus OREO 

The lingering weakness in real estate markets con¬ 

tinues to depress earnings — nearly 30 percent of 

national banks in the district were unprofitable through 

the first nine months of this year — and portend per¬ 

sistent weakness in the performance of national banks 
in the district. 

Performance Improved at the Majority of National 
Banks 

Despite losses attributable to increased LDC debt 

reserves at some large multinational banks, the in¬ 

crease in problem real estate loans in New England 

and in Arizona, and lingering problems in the South¬ 

western District, the majority of national banks reported 

improved earnings through the third quarter, com¬ 

pared to results a year earlier Aggregate earnings 

declined among banks in our largest size category_ 

assets over $10 billion — but rose among banks in our 

smaller size categories — assets between $1 billion 

and $10 billion, assets between $300 million and $1 

billion, and assets below $300 million Median return on 

assets (ROA) for all national banks increased from 0 93 

percent to 1 02 percent, while median return on equity 

(ROE) increased from 1114 percent to 12 23 percent 
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Those results reflect the profitability of the vast majority 

of banks, which are in the three smaller size categories. 

MEDIAN RETURN ON ASSETS 
NATIONAL BANKS 

Percent 

Source Call Reports 

Median ratios summarizing credit quality and capital 

adequacy at national banks have also improved this 

year over 1988 In September to September com¬ 

parisons, the median ratio of nonperforming assets to 

assets dropped from 1.21 percent to 1.16 percent. The 

median ratio of primary capital to assets rose from 8.68 

percent to 8.78 percent, and median equity capital to 

assets rose from 7.85 percent to 7.95 percent. 

National Banks Will Continue to Augment Capital 

National bank capital ratios have generally increased 

during the last five years, and we anticipate that na¬ 

tional banks will continue to augment their capital, 

especially equity capital, as a result of risk-based capi¬ 

tal guidelines scheduled to take effect at the end of 

1990. Those guidelines will base minimum capital 

standards on the riskiness of bank assets. They will 

also provide, for the first time, regulatory guidance on 

the minimum amount of equity capital banks should 

maintain. 

As of September 30, 1989, we estimate that approxi¬ 

mately 350 national banks would have to raise capital 

to satisfy those risk-based capital guidelines. Those 

banks are relatively large banks with an average asset 

size of $2.7 billion, more than five times larger than the 

average size of all national banks. That reflects, in large 

part, the relatively greater reliance banks in the largest 

sie category place on loan loss reserves as a source of 

primary capital under the current capital standards. As 

of the end of the third quarter of this year, for example, 

loan loss reserves accounted for nearly 28 percent of 

the primary capital at national banks in the largest size 

category (assets above $10 billion) compared with 

about 10 percent at national banks in the smallest size 

category (assets less than $300 million). 

COMPONENTS OF PRIMARY CAPITAL BY BANK SIZE 
NATIONAL BANKS 

Percent of Primary Capital 

LTS300M S300M - $1B $1B $10B GT $10B 

Source Call Reports 

Conclusion 

National bank earnings dipped in the third quarter, 

after a strong performance during the first six months of 

the year. Provisioning for LDC debt by large banks, 

most of which are located in the Northeastern District, 

was the major factor behind the decline. Otherwise, the 

vast majority of national banks continued to show im¬ 

provement in profitability, credit quality, and capital 

cushions over earlier years. 

There were, however, some new twists to district com¬ 

parisons. In the Southwestern District, a decline in 

nonperforming real estate was heartening, though a 

substantial volume of nonperforming real estate re¬ 

mains on the books of national banks. Despite marginal 
improvements in bank earnings and in district eco¬ 

nomic conditions, nearly 30 percent of the district s 

national banks, especially small community banks, 

were still unprofitable, thus suggesting a high level of 

problem and failed banks may continue 

The supremacy of the Northeastern District in district- 

to-district comparisons of profitability and credit quality 

may be over, however. Particularly in the New England 

states, economic conditions seem to be weakening 

The increase in nonperforming real estate loans that 

began in 1988 continued through the third quarter of 

1989. Along with Arizona, the New England states 
appear to be the home of significant and rising levels of 

problem real estate loans. Thus far, major real estate 

problems seem to be concentrated in a comparatively 

few banks, but they are nonetheless of serious supervi¬ 

sory concern 

Rose W Ho 
Chartered Financial Analyst 
Industry and Financial Analysis Division 
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Aggregate Statistics For National Banks 
(Data through third quarter 1989) 

9/30/85 
industry Structure 

9 30 86 

Number of Banks 
Number of Banks with Losses 
Number of Failed Banks 

Balance Sheet ($ Billions) 

Total Assets 
Total Loans 

Real Estate Loans 
Commercial & Industrial Loans 
Agricultural Loans 
Loans to Individuals 

Net Loans and Leases 
Total Securities 
Standbys and Loan Commitments 
Loans Sold 
Loans Purchased 
Total Deposits 

Interest Bearing Deposits 
Noninterest Bearing Deposits 

Loan Loss Reserve 
Nonperforming Assets 
Nonperforming Real Estate Assets 
Primary Capital 
Equity Capital 

income Statement ($ Millions) 

Net Income 
Interest Income 
Interest Expense 
Net Interest Income 
Noninterest Income 
Noninterest Expense 
Net Operating Income 
Securities Gams 
Loan Loss Provision 
Net Loan Loss 

4.941 
868 

23 

1.563 
980 
254 
360 

18 
186 
956 
208 
466 

56 
N/A 

1,199 
261 
938 

14 
34 
10 

112 

94 

7,766 
110,939 
71,414 
39 525 
14.463 
36 732 

7,005 
581 

7,631 
5.536 

4 892 
1.072 

36 

1 664 
1,041 

293 
357 

15 
205 

1.014 
248 
492 

55 
N/A 

1.260 
270 
990 

17 
37 
13 

122 
101 

7,228 
107,301 
65.487 
41.814 
16.658 
40 144 

5,345 
1,761 

10.236 
7,268 

Industry & Financial Analysis 

9/30/89 
9/30/87 9/30/88 9/30/89 Over $WB $ 1B-$10B $300M-$U 3\ Under $300M 

4.675 4,372 4,201 31 186 282 3 696 977 728 586 4 15 25 542 49 68 85 0 3 9 73 

1,725 1,817 1.921 876 646 143 257 1.096 1,171 1.256 579 439 93 145 344 397 455 189 156 40 69 360 369 387 209 124 22 32 14 14 14 3 3 1 j 7 
208 227 243 77 110 24 31 1,056 1.130 1.216 556 428 90 141 
266 274 291 90 103 28 69 506 542 574 391 151 16 15 132 159 188 181 5 1 1 

9 11 10 3 5 1 1 
1,305 1.375 1,444 619 481 118 226 268 272 269 116 98 21 34 
1,036 1,102 1,175 503 383 98 191 

30 32 31 18 8 2 2 
48 50 49 29 13 3 5 
17 21 22 10 8 2 3 

135 143 149 66 48 11 24 100 106 114 44 40 
10 21 

-1.330 9.865 10,308 3,982 3,881 816 1 629 
107.936 118,895 142,979 68,906 45,875 10,194 18 004 
64,475 72.946 93,019 49,257 27.585 5,967 10 209 48,461 45.949 49,960 19,649 18,290 4,228 7 794 
18.107 20.306 23,601 13,045 7,369 1,252 1 935 
48,6/5 45,004 48.518 21,794 16,570 3,612 6 543 -2,207 9.337 9.694 3,507 3,798 804 1 585 799 258 312 268 27 7 1 1 
19.047 7,553 10 469 4,911 3.991 682 885 
6,733 9,041 8.618 4,184 3,203 521 710 
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Aggregate Statistics For National Banks By District 
(Data through third quarter 1989) 

Industry Structure 

Northeastern Southeastern Central Midwestern Southwestern Western US 

Number ot Banks 

Number of Banks with Losses 

Number of Failed Banks 

479 

47 

1 

538 

71 

1 

855 

25 

0 

680 

28 

1 

1.073 
304 

79 

576 

111 

3 

4.201 

586 

85 

Balance Sheet ($ billions) 

Total Assets . 

Total Loans. 

Real Estate Loans 
Commercial & Industrial Loans 

Agricultural Loans 

Loans to Individuals 

Net Loans and Leases 

Total Securities . 

Standbys and Loan Commitments 

Loans Sold 

Loans Purchased. 

Total Deposits 

Interest Bearing Deposits 

Noninterest Bearing Deposits 

Loan Loss Reserve 

Nonperforming Assets . 

Nonperforming Real Estate Assets 

Primary Capital 

Equity Capital . 

687 

468 
164 

150 

1 
81 

450 

81 

235 

62 

2 
495 

88 
407 

13 

21 

7 

53 

38 

292 313 

189 194 

84 60 

45 68 
1 2 

42 36 

184 188 

56 57 

58 92 

2 10 
2 2 

222 240 

41 41 

181 200 
3 4 

3 5 

2 2 
22 25 

19 20 

115 

72 

19 

20 

3 

23 

71 

24 

20 
1 
1 

84 

16 

69 

1 
2 
1 
9 

8 

180 

94 

35 

32 

2 
16 

90 

41 

33 

2 
1 

147 

27 

120 

3 

9 

7 

12 

9 

334 

239 

93 

70 

5 

46 

232 

32 

136 

112 

2 
255 

56 

199 
7 

9 
4 

28 

20 

1,921 

1.256 

455 

387 

14 

243 

1.216 

291 
574 

188 

10 

1.444 

269 

1,175 

37 

49 

22 
149 

114 

Income Statement ($ millions) 

Net Income 2,429 

Interest Income 57.343 

Interest Expense 40,371 

Net Interest Income 16.972 

Noninterest Income 8,128 

Noninterest Expense 16,865 

Net Operating Income 2,242 

Securities Gams 190 

Loan Loss Provision 4,188 

Net Loan Loss 3,152 

2,002 
20,344 

12,584 

7,750 

2,747 

7 034 

1.923 

76 

940 

699 

2.478 

21.738 

14,008 

7,730 

3.253 

6,805 

2,459 

•9 

1.046 

1.131 

944 

8,431 

5.020 

3.411 

2,108 

3 439 

912 

-3 

733 

827 

-145 

11.209 

7,600 

3.609 

2,302 

4,607 

-223 

58 
1,474 

1,105 

2.602 

23,925 

13,436 

10.489 

5.063 

9.768 

2,380 

-1 

2.088 
1,704 

10.308 
142.979 

93.019 

49,960 

23.601 

48,518 
9,694 

312 

10.469 

8,618 

Industry & Financial Analysis 
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Median Performance Statistics For National Banks 
(Data through third quarter 1989) 

9 30 85 9 30 86 9 30 8 
Profitability (%) 

Return on Equ.ty 12 33 10 58 10 09 
Return on Assets 0 99 0 87 0 84 
Yield on Assets 10 39 947 8 68 
Cost of Funding Assets 6 16 5 43 4 72 
Net Interest Income to Assets 4 21 4 04 3 95 
Loss Provision to Assets 0 36 0 44 0 34 
Noninterest Income to Assets 0 68 0 70 0 70 
Noninterest Expense to Assets 3 32 3 34 3 31 
Net Operating Income to Assets 0 93 0 71 0 77 

Asset Quality (%) 

Nonperforming Assets to Assets 1 25 1 42 1 36 
Nonperforming RE Assets to Assets 0 51 0 60 0 66 
Nonperforming RE Assets to RE Assets 2 72 3 27 3 23 
Loss Reserve to Loans 1 15 1 32 1 43 
Net Loan Loss to Loans 0 36 0 51 0 42 

Funding & Liquidity (%) 

Net Loans & Leases to Assets 54 80 53 54 54 35 
Securities to Assets 23 37 23 26 24 43 
Wholesale Funds to Deposits 10 65 1057 10 28 

Capital (%) 

Total Capital to Assets 8 88 8 78 8 84 
Primary Capital to Assets 8 73 8 65 8 69 
Equity Capital to Assets 8 05 791 7 89 

Growth Rates (%) 

Assets 8 09 6 30 3 87 
Net Loans & Leases 8 56 4 53 5 59 
Real Estate Loans 10 78 11 59 14 08 
Equity Capital 7 70 613 5 49 

Industry & Financial Analysis 

9 3089 
930 88 9 30 89 Over $10B $1B-$10B S300M- $1E Under $300M 

11 14 12 23 17 36 15 84 15 04 11 78 
0 93 1 02 0 93 1 05 1 11 1 01 
8 85 9 60 9 67 9 68 9 67 9 58 
4 89 5 50 6 42 5 86 5 69 5 46 
4 00 4 10 3 02 3 86 3 98 4 12 
0 26 0 25 0 53 0 46 031 0 23 
0 71 0 70 1 45 1 36 091 0 66 
3 31 3 30 3 12 341 3 26 3 29 
0 89 0 99 0 84 1 03 1 10 0 98 

1 21 1 16 2 16 1.26 0 99 1 17 
0 60 0 58 0 60 0 64 0 38 0 59 
2 72 2 53 3 58 2 72 1 51 2 61 
1 45 1 47 1 91 1 40 1 30 1 48 
031 0 30 0 73 0 59 0 32 0 28 

54 93 55 09 64 16 65 50 63 60 53 54 
24 50 24 75 13 63 16 94 19 10 25 91 
11 07 11 33 35 58 16 16 12 40 10 96 

8 80 8 91 7 80 7 63 7 92 9 14 
8 68 8 78 701 7 38 7 75 9 01 
7 85 7 95 5 18 6 36 6 85 8 19 

6 02 5 14 6 93 7 72 7 45 4 92 
7 86 6 92 8 82 8 45 8 94 6 55 

11 07 8 79 1661 13 06 14 92 8 17 
6 13 6 52 9 87 901 7 85 6 30 



Median Performance Statistics For National Banks By District 
(Data through third quarter 1989) 

Northeastern Southeastern Central Midwestern Southwestern Western 

Profitability (%) 

Return on Equity 13 58 12 13 13 84 1301 9 10 11 61 12 23 

Return on Assets . 1 07 1 05 1 17 1 11 0 70 0 93 1 02 

Yiela on Assets 9 79 9 83 951 9 51 9 45 9 78 9 60 

Cost of Funding Assets 5 60 5 72 5 53 5 53 5 58 4 92 5 50 

Net Interest Income to Assets 4 25 4 14 4 02 3 96 3 95 4 80 4 09 

Loss Provision to Assets 0 19 0 26 0 17 0 14 0 48 0 35 0 25 

Noninterest Income to Assets 0 53 0 69 0 56 0 62 0 85 1 03 0 70 

Noninterest Expense to Assets 3 15 341 2 91 2 96 3 57 4 45 3 30 

Net Operating Income to Assets 1 05 1 03 1 15 1 10 0 63 0 85 0 99 

Asset Quality (%) 

Nonperforming Assets to Assets 0 93 0 74 0 82 0 86 2 78 1 50 1 16 

Nonperforming RE Assets to Assets 0 35 0 35 0 35 0 39 1 97 0 68 0 58 

Nonperforming RE Assets to RE Assets 1 20 1 36 1 40 2 13 9 80 3 35 2 53 

Loss Reserve to Loans 1 04 1 17 1 26 1 70 2 14 1 70 1 47 

Net Loan Loss to Loans 0 14 0 25 0 20 0 13 0 88 0 48 0 30 

Funding & Liquidity (%) 

Net Loan & Leases to Assets 65 53 58 33 57 12 50 62 49 16 56 51 55 09 

Securities to Assets 18 27 22 17 27 61 32 31 26 07 16 46 24 75 

Wholesale Funds to Deposits 9 95 13 50 8 78 7 35 16 75 11 79 11 33 

Capital (%) 

Total Capital to Assets. 8 78 9 30 8 81 9 53 8 50 8 69 8 91 

Primary Capital to Assets 8 63 9 22 8 72 9 40 8 41 8 55 8 78 

Equity Capital to Assets 7 92 8 53 8 02 8 42 7 40 7 64 7 95 

Growth Rates (%) 

Assets. 7 11 7 94 5 81 3 62 2 56 633 5 14 

Net Loans & Leases 10 71 9 25 8 26 7 11 -0 60 8 05 6 92 

Real Estate Loans. 15 09 13 58 10 53 9 19 •0 08 9 24 8 79 

Equity Capital 9 66 7 69 7 10 601 2 88 7 09 6 52 

Industry & Financial Analysis 
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Comptroller’s Report of Operations — 1989 

Comptroller 

The Comptroller supervises over 4,200 federally char¬ 

tered national banks through a nationwide staff of bank 

examiners and other professional and support per¬ 

sonnel. These banks account for approximately two- 

thirds of the assets of the commercial banking system 

Additionally, the Comptroller supervises the federally 

licensed branches and agencies of foreign banks 

The Comptroller is advised on policy issues by a policy 
group consisting of the Senior Deputy Comptroller for 

Bank Supervision Policy, the Senior Deputy Comp¬ 

troller for Bank Supervision Operations, the Senior 

Deputy Comptroller for Corporate and Economic Pro¬ 

grams, the Senior Deputy Comptroller for Administra¬ 

tion, the Senior Deputy Comptroller for Legislative and 

Public Affairs, and the Chief Counsel. Besides advising 

the Comptroller on policy issues, the policy group 

meets informally to discuss possible action on com¬ 

plex, controversial, highly sensitive issues which con¬ 

cern the OCC, its employees, or the banking industry. 

The Comptroller’s personal staff directs, coordinates, 

and manages the day-to-day operations of his office 

and advises him on policy formulation and manage¬ 

ment decisions. The staff also develops, monitors, and 

manages projects of special interest to the Comp¬ 

troller. The Executive Assistant acts on the Comp¬ 

troller’s behalf in carrying out policies and directions 

and acting as liaison with OCC personnel and other 

agencies. 

Senior Deputy Comptroller for Legislative 
and Public Affairs 

The Senior Deputy Comptroller for Legislative and Pub¬ 

lic Affairs provides information to and works with those 

outside the OCC to further the agency’s goals. The 

department is responsible for external relations with 

banks and banking organizations, Congress, the pub¬ 

lic, news media, bank customers, and nonbank finan¬ 

cial industry groups. In addition, it manages the Com¬ 

munity Development Corporation program The de¬ 

partment includes the Banking Relations, 

Communications, Customer and Industry Affairs, and 

Congressional Liaison divisions. 

Senior Deputy Comptroller for Bank 
Supervision Policy 

The Senior Deputy Comptroller for Bank Supervision 

Policy formulates, implements, and monitors supervi¬ 

sory and compliance policies and procedures; con¬ 

ducts analyses of international banking issues; form¬ 

ulates rehabilitative solutions for troubled and failing 

banks; and coordinates OCC’s supervisory systems 

and information activities. These responsibilities are 

effected through the offices of the Deputy Comptroller 

for International Banking and Finance, the Deputy 

Comptroller for Compliance, the Deputy Comptroller 

for Special Supervision, the Deputy Comptroller for 

Supervisory Systems, and the Chief National Bank 

Examiner The Senior Deputy Comptroller also super¬ 

vises the OCC's Deputy to the Director of the FDIC, who 

acts as liaison between the two agencies and provides 

the Comptroller with information he needs as a Director 

of the FDIC. 

Senior Deputy Comptroller for Bank 
Supervision Operations 

The Senior Deputy Comptroller for Bank Supervision 

Operations oversees the six district offices and the 

Multinational Banking Department 

The Senior Deputy formulates and implements a broad 

range of policies and procedures relating to the effec¬ 

tiveness and efficiency of OCC’s district offices and the 
Multinational Banking Program Specific respon¬ 

sibilities include directing programs and policies for 

the supervision and regulation of national banks to 

promote the continuing existence of a solvent and 

competitive national banking system The Senior 

Deputy Comptroller for Bank Supervision Operations is 

also responsible for directing the examination, supervi¬ 

sion, and analysis of multinational and regional banks 

including international banking activities. 

Senior Deputy Comptroller for 
Administration 

The Senior Deputy Comptroller for Administration is 

responsible for the efficient and effective admin¬ 

istrative functioning of the OCC Through the Deputy 

Comptroller for Resource Management the Senior 

Deputy supervises the Human Resources. Training 
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and Development, Administrative Services, Oper¬ 

ations Analysis, and Equal Employment Programs divi¬ 

sions Through the Deputy Comptroller for Systems 

and Financial Management, the Senior Deputy super¬ 

vises the Applications Development, User Support, 

Systems Support, Financial Management, and Finan¬ 

cial Review and Systems Management divisions, as 

well as the MIS Coordination unit. The Management 

Improvement Division is supervised directly by the 

Senior Deputy. District administrative functions are 

provided with staff assistance and guidance by Wash¬ 

ington office units. 

Senior Deputy Comptroller for Corporate 

and Economic Programs 

The Senior Deputy Comptroller for Corporate and 

Economic Programs advises the Comptroller on policy 

matters, develops and implements programs related to 

corporate activities and strategic planning, and con¬ 

ducts economic research and financial analyses. The 

Senior Deputy Comptroller is the primary decision¬ 

maker responsible for national bank applications, in¬ 

cluding charters, mergers, branches, and operating 

subsidiaries The Deputy Comptroller for Bank Organ¬ 

ization and Structure and the Deputy Comptroller for 

Economic Analysis and Strategic Planning are super¬ 

vised by the Senior Deputy Comptroller for Corporate 

and Economic Programs 

Chief Counsel 

The Chief Counsel advises the Comptroller on legal 

matters arising in the administration of laws, rulings, 

and regulations governing national banks. The Chief 

Counsel directs all legal functions in and for the OCC. 

Those duties involve writing and interpreting legis¬ 

lation, responding to requests for interpretations of 

statutes, regulations and rulings, defending the Comp¬ 

troller’s actions challenged in administrative and ju¬ 

dicial proceedings, supporting the bank supervisory 

efforts of the office and representing the OCC in all 

legal matters. Those responsibilities are carried out 

through supervision of the Enforcement and Com¬ 

pliance, Legal Advisory Services, Litigation, Securities 

and Corporate Practices, and Legislative and Regu¬ 

latory Analysis divisions, and an organization of coun¬ 

sels in the OCC's six districts. 

Legislative and Public Affairs 

Banking Relations 

The Banking Relations Division acts as liaison with 

bankers, state bankers associations, banking trade 

groups, and state bank supervisors. 

The division provides advice and counsel to the Comp¬ 

troller and senior policymakers and is responsible for 

identifying proposed regulatory and industry actions 

that relate to OCC activities The division formulates 

specific approaches for ensuring that OCC's position is 

presented and appropriate information is dissemi¬ 

nated 

The division recommends new policies, concepts, and 

procedures to guide OCC in its relationship with the 

banking industry It prepares and directs the prepara¬ 

tion of a broad variety of briefing materials for use in 

meetings with OCC officials and banking industry 

groups It also assists with the preparation of testimony 

or presentations for the Comptroller and senior 

officials 

'he division is responsible for developing and main- 

ra r mg state-by-state in-depth analysis of all banking 

egidation and major issues, including existing, pro¬ 

posed and potential legislation 

Communications 

The Communications Division provides information 

and publications services. Public information services 

include issuing press releases, responding to press 

inquiries, answering general inquiries about the 

agency's mission, and handling requests filed under 

the Freedom of Information and Privacy acts. Its pub¬ 

lication services include producing ongoing OCC pub¬ 

lications such as the Comptroller’s Handbook for Na¬ 
tional Bank Examiners, the Comptroller's Manual for 
National Banks, and the Quarterly Journal, editing and 

disseminating OCC issuances such as advisory letters 

and banking issuances, and producing new pub¬ 

lications such as A Director's Guide to Board Reports. 
Red Flags and Other Points of Interest 

The Director of Communications, as liaison between 

the Comptroller and the press, organizes press brief¬ 

ings, responds to requests from the press for interviews 

with the Comptroller and senior management, and 

provides explanations of OCC initiatives and pro¬ 

posals The division serves as the main point of contact 

for outsiders, other than banks, and projects the OCC's 

mission and activities to the public, particularly the 

news media The division takes calls from the news 
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media throughout the day and usually provides a re¬ 

sponse the same day to meet daily press deadlines. 

Other public information activities performed by the 

division include preparing news releases on significant 

OCC actions, disseminating testimony presented be¬ 

fore Congress by the Comptroller and OCC staff, and 

preparing speeches given by the Comptroller before 

various public forums. 

The division's publications staff provide editorial as¬ 

sistance to OCC divisions and produce internal pub¬ 
lications such as Supervisions, a monthly newsletter, 

and the OCC Microcomputer Users' Guide. The divi¬ 

sion distributes OCC issuances to national bank exam¬ 

iners and national banks; in 1989. for example, it issued 
7 advisory letters, 80 banking issances, 14 examining 

issuances, 24 PPMs, and 269 miscellaneous mem¬ 

orandums. The division also publishes materials of 

general interest to the banking industry, including the 

booklets Leveraged Financing and National Banks and 

Money Laundering: A Banker's Guide to Avoiding 
Problems. 

Under the authority delegated by the Comptroller, the 

division is responsible for making initial determinations 

on requests for records of the OCC under the Freedom 

of Information Act and the Privacy Act of 1974. In 1989. 

the division processed 2,134 requests. These requests 

are made for any and all documents in the OCC's files; 

response is required within 10 business days 

Customer and Industry Affairs 

The Customer and Industry Affairs Division continued 

to improve the lines of communication between the 

OCC and community, consumer, small business, in¬ 

surance, and real estate groups throughout 1989 The 

division maintained regular contact with 49 bank cus¬ 

tomer groups representing consumer, community, 

small business, and government interests and one 

nonbank industry group The division provided reports 

to the Comptroller and OCC senior management on 

issues and trends which could affect national banks 

and their customers. The division's director, associate 

directors, and staff were speakers or panelists at seven 

bank customer group conferences in 1989; these 

meetings provided a forum for OCC to explain its 

initiatives and to respond to issues of interest to con¬ 

ferees. The division also continued to provide technical 

assistance to OCC district and field offices implement¬ 
ing bank customer group outreach programs. 

The division provided national banks and other inter¬ 

ested parties information on issues of importance to 
bank customer groups For example, it produced Sum¬ 
mary Report National Bank Customer Groups Key 
Issues Meeting, which summarized a meeting held 

between OCC policymakers and representatives from 

20 national consumer, housing, community, civil rights, 

and state and local government organizations The 

report outlined Comptroller and OCC senior staff pre¬ 

sentations on OCC initiatives to respond to trends 
affecting the national banking system It also sum¬ 

marized customer group perspectives on how 

changes in the financial services industry, including 

bank supervisory and regulatory changes, affect bank 

customers and national banks. The OCC provided the 

report to 4,300 national banks, national and state 

bankers associations, and over 50 bank customer 

groups. 

In 1989, the division completed a number of activities 

supporting supervisory efforts to encourage national 

banks to help meet community credit and depository 

services needs. In March, the division produced 

Community Development Finance. Tools and Tech¬ 
niques for National Banks, which is an overview of 

methods and organizational models used by banks 

and other financial institutions to facilitate community 

revitalization and help meet the credit needs of low- 

and moderate-income persons and small and minority 

businesses The OCC sent this publication to 4,300 

national banks; 1,200 additional copies were dis¬ 

tributed to bankers, supervisory agencies, bank cus¬ 

tomer groups, governmental agencies, and small 

business organizations interested in bank participation 

in community development programs. The publication 

was used extensively by OCC and other bank supervi¬ 

sory agency staff at meetings for bankers on commu¬ 

nity affairs, community development, and reinvestment 

topics. 

The division hosted two conferences for bankers en¬ 

titled “Issues and Bank Initiatives in Low- and 

Moderate-Income Flousing and Fair Lending The 

conferences provided a forum for OCC staff to discuss 

regulatory issues affecting bank responses to commu¬ 

nity housing and fair lending needs and also supplied 

information about innovative programs to help bankers 

meet these needs The first conference, held in Wash¬ 

ington, D C., in June, brought together approximately 

250 bankers, OCC and other financial regulatory 

agency staffs, congressional staff, trade group repre¬ 

sentatives, and members of the press The conference 

was so well received that a second conference was 
held in New Orleans, Louisiana, in December, this 

meeting attracted almost 200 participants A pub¬ 

lication summarizing both conferences will be pub¬ 

lished in early 1990 

The division held a roundtable titled "Basic Banking 

Services and Government Check Cashing" in October 

for 60 bankers and OCC policymakers and staff Partic¬ 

ipants discussed basic banking and government 



check cashing issues and innovative programs, strate¬ 

gies, and tools available to bankers providing these 

services A publication summarizing the roundtable 

will be provided to participants and other interested 
parties in early 1990 

During the year the division continued to enhance 

OCC's Community Development Corporation (CDC) 

and Investment Program Program information was 

provided to more than 160 interested bankers and 

community leaders who requested it. Technical as¬ 

sistance was provided to 34 national banks that were 

planning to make investments in specific CDCs or 

community development projects Division recom¬ 

mendations led to OCC approval of five new CDCs and 

ten investments in community development projects 

and programs involving 21 national banks. These 

CDCs and investments were approved primarily to 

support small business development and provide capi¬ 

tal for low- and moderate-income housing projects. 

The division convened a meeting with national bank 

CDC executives to discuss ways to improve the pro¬ 

gram in the 1990s. It also took steps to improve the 

processing of a greater volume of investment pro¬ 

posals Division staff traveled to five states to present 

information on OCC's CDC program to banking 

audiences. 

The division continued to supply staff support to the 

Comptroller in his capacity as vice chairman and 

member of the board of directors of the Neighborhood 

Reinvestment Corporation (NRC). It also continued as 

the agency's liaison for the Department of Treasury 

Consumer Affairs Council and as the OCC represent¬ 

ative to the Securities and Exchange Commission s 

Executive Committee on Small Business Capital 
Formation 

Congressional Liaison 

The Congressional Liaison Division is responsible for 

the office's relations with Members of Congress, con¬ 

gressional committees, subcommittees, and staffers. 

The division provides analysis, advice, and counsel to 

the Comptroller and senior OCC policymakers on con¬ 

gressional activities which affect or could affect the 

OCC, the national banking system, or the financial 

services marketplace. It also offers guidance on poten¬ 

tial congressional reaction to OCC actions. 

As part of its responsibilities, the division maintains 

regular contact with Members, committees, subcom¬ 

mittees, and staffers to further communication and 

understanding and to ensure that OCC's interests are 
represented 

The division is the focal point for all congressional 

inquiries, including requests for testimony, staff stud¬ 

ies, or other support It assists in the preparation of 

testimony, comments, briefings, and staff studies re¬ 

lating to congressional actions, as well as responses to 
constituent inquiries. 

Finally, the division provides other necessary liaison 

and information services relating to congressional and 
legislative matters. 

Bank Supervision Policy 

Special Supervision 

The Special Supervision Division is responsible for 

supervising the most critical national banks, monitoring 

failing banks, and coordinating bank closings. Since 

1981. the number of national banks requiring special 

supervision has increased steadily; however, during 

the past two years the volume of problem banks has 

remained relatively stable, although still at historically 
high levels 

The division is also responsible for resolving many 

policy matters relating to supervision and enforcement 

acuities designed for problem banks In 1989, for 

e/ampie the division played a key advisory role in 

obtaining the new bank supervision and regulatory 

enforcement powers contained in the Financial Insti¬ 

tutions Reform, Recovery and Enforcement Act 

(FIRREA). Clarification of the conditions under which 

the OCC may employ its conservatorship powers is one 

major result of these statutory changes The division 

also defined, for the first time in a regulation, factors to 

be considered in determining the insolvency of a na¬ 

tionally chartered bank This initiative allows the OCC to 

act to protect the FDIC's Bank Insurance Fund and 

provide the consistency of generally accepted ac¬ 

counting principles to the process. 

The division s operational responsibilities include pro¬ 

viding expert guidance and consultation on problem 

bank issues to district offices and other OCC units and 

researching and developing supervisory tools to more 

effectively deal with problem banks The division 

strives to deal with each bank individually, employing 



the available enforcement and administrative tools 

best suited to that bank's needs 

The Special Supervision Division is the focal point for 

supervising and managing most critical bank situations 

in which the potential for failure is high In 1989. the 

division supervised the closing of 68 national banks. 

(An additional 20 bank subsidiaries of MBank Cor¬ 

poration and 22 bank subsidiaries of Texas American 

Bank Corporation were closed.) All but four of these 

closings were followed by a purchase and assumption 
of liabilities or a transfer of insured deposits to other 

institutions. 

Special Supervision takes an anticipatory approach to 

resolving critical bank situations. Division personnel 

often work closely with the bank’s management, its 

board of directors, and the FDIC. For example, the 

division's anticipatory approach was the impetus for 

development in 1989 of a new program to assist 

troubled banks to identify and work with potential 

investors. 

Supervisory Systems 

The Deputy Comptroller for Supervisory Systems over¬ 

sees the design, development, enhancement, and 

maintenance of supervisory information systems and 

information activities: coordinates and promotes the 

development of analytical techniques using advanced 

technology; and fosters confidence in supervisory pro¬ 

cesses and information through a quality improvement 

process 

Quality Improvement 

OCC has taken steps to implement a nationwide quality 

improvement (Ql) process. The objective in establish¬ 

ing a quality improvement process is to enable OCC to; 

• Help employees reach their highest potential 

• Create an environment of continuous improve¬ 

ment 

• Improve OCC’s problem solving ability. 

• Improve operational efficiency 

• Reduce organizational bureaucracy 

Under the direction of a Quality Council, the OCC 

ultimately will implement three separate, but inter¬ 

related. quality improvement initiatives. Each initiative 

provides a different methodology for achieving quality. 

The initiatives are 

• Quality Improvement Teams Employees at 

all levels of OCC, work together in teams to 

improve the quality of products and services 

These teams focus on solving problems, ad¬ 
dressing potential problems, and maximizing 

opportunities for improvement by using the 01 

problem-solving process 

• Quality Planning — The OCC identifies priority 

goals to devote its energy and resources to 

make improvements. OCC performance, com¬ 
munication, and coordination are structured to 

achieve these goals In addition, the Quality 

Improvement Teams may select opportunities 

that contribute toward these goals 

• Quality in Daily Activities — Employees continu¬ 

ously use Ql problem-solving and its underlying 

principles to maintain the gains achieved 

through improvement projects Employees fully 

integrate quality into their daily work through the 

application of the ‘'Plan-Do-Check-Act" cycle to 

achieve incremental improvements necessary 

to meet customer needs and reasonable 

expectations. 

Implementation of each phase is estimated to take two 

to three years. OCC piloted the program in the South¬ 

eastern District and several Washington offices during 

1989 Nationwide implementation began in the fourth 

quarter of 1989 and will continue through 1990 

Supervisory Information 

The Supervisory Information Division supports OCC 

supervisory functions by administering and refining 

mainframe supervisory information systems, in¬ 

tegrating them into the agency's supervisory process 

through training and communications, and ensuring 

the integrity of supervisory information to foster con¬ 

fidence in supervisory processes 

During 1989, the division continued efforts to adapt the 

mainframe supervision systems to meet the changing 

needs of bank supervision and to improve national 

banks and bank holding company call report informa¬ 

tion. The division continues to be a focal point for 

designing, developing, and maintaining the OCC s 

Supervisory Information Systems (SIS) The mainframe 

systems used to support OCC supervisory functions 

include the 

• Community Bank Scoring System (CBSS) - An 

automated system used since July 1985 to 

identify potentially unstable community banks 
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• National Bank Surveillance Video Display 

System (NBSVDS) — A database that includes 

quarterly ratios and financial information from 

reports of condition and income, information on 

bank holding companies, examination results, 
and other regulatory information 

• Supervisory Monitoring System (SMS) — An 

automated system used to record the supervi¬ 

sory history, the plan, and current supervisory 

activities for each institution regulated by the 
OCC. 

The division also determines the adequacy of SIS in 

gathering and reporting timely and complete informa¬ 

tion. It is also responsible for recommending pro¬ 

cedures to ensure data integrity. 

Supervisory Research 

Supervisory Research identifies, researches, de¬ 

velops, and promotes new techniques and micro¬ 

computer technology to improve the OCC’s supervi¬ 

sory process. Specific activities include developing 

financial modeling and advanced fossette analysis 

techniques; testing various software tools; and analyz¬ 

ing and making recommendations on proposals for 

technological applications for bank supervision. 

Computer technology plays a significant role in the 

OCC's supervisory process. New technology (micro¬ 

computers, networking, applications, etc.) has given 

examiners direct access to databases, downloading, 

data processing, and word processing, thus enhanc¬ 

ing the efficiency and effectiveness of the OCC’s su¬ 
pervisory functions. 

Major projects in 1989 included the deployment of a 

microcomputer expert system that analyzes a Uniform 

Bank Performance Report (UBPR); administration of 

the OCC Microcomputer User Group; development of 

a capital projection model under risk-based capital 

guidelines, and research and development of an ex¬ 

pert system for interest rate risk analysis 

Research and development continues in new tech¬ 

niques An expert system for the Net Interest Margin 

Model and Bank Expert (BERT) version #2 are exam¬ 

ples of these types of applications In addition, main¬ 

tenance and improvements are provided and will be 

necessary as the new reports for risk-based capital 

and interest rate risk become effective All of the appli¬ 

cations incorporate call report data downloaded from 
the OCC s mainframe computer 

'he unit is also responsible for managing a local area 

nef//ork that connects five divisions and 45 micro¬ 

computers. Multi-user applications and localized sup¬ 

port provide additional efficiencies that enhance the 
use of technology 

Chief National Bank Examiner 

The Chief National Bank Examiner's (CNBE) office 

serves as the primary contact for the OCCs supervi¬ 

sory process It is responsible for initiating policies to 

address emerging supervision issues and for manag¬ 

ing policy changes related to the examination process. 

The CNBE office chairs the Supervisory Policy Commit¬ 

tee which serves as a forum for development of OCC’s 
supervisory policy. 

There are three divisions within the office: Bank Ac¬ 

counting Division, Bank Information Systems Policy, 
and Supervision Policy/Research. 

The office also coordinates all OCC participation in the 

activities of the Federal Financial Institutions Examina¬ 

tion Council (FFIEC) and its various task forces. It also 

organizes briefings for the Comptroller and the Senior 

Deputy Comptroller on FFIEC issues. During 1989, the 

CNBE’s office supported the Comptroller in his role as 

FFIEC chairman and the Senior Deputy Comptroller for 

Bank Supervision Policy in his role as OCC member of 

the Task Force on Supervision. 

The office also represents the OCC on the FFIEC Re¬ 

ports Task Force and, through close cooperation with 

OCC data users, endeavors to ensure that the call 

report provides the OCC with the data needed for 

effective off-site supervision. During 1989, the office 

participated in the successful interagency effort to 

create the call report schedules necessary to monitor 

risk-based capital standards. 

Supervision Policy/Research 

The Supervision Policy/Research Division (SUPR) de¬ 

velops and oversees the OCC's bank supervision 

policies. As part of the CNBE's office, the division 

identifies and analyzes banking and financial industry 

trends and supervisory issues Based upon this analy¬ 

sis, the division then initiates or coordinates the de¬ 

velopment of new national supervisory policies and 

regulations or the revision of existing ones In addition, 

the division maintains up-to-date supervisory refer¬ 

ences, including the Comptroller's Handbook for Na¬ 
tional Bank Examiners. supervision policy issuances, 

and the Bank Supervision Policy Directory. 

The division conducts studies and develops or coordi¬ 

nates the development of procedures to assure effec¬ 
tive implementation of supervisory activities for the 

OCC The division is the focal point for establishing 
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policy for risk-based capital, the Bank Secrecy Act 
(BSA), legal lending limits, real estate, and the Uniform 

Commission Examination, as well as several other ar¬ 

eas that directly relate to bank supervision Division 

staff frequently provide technical support to the field, 

districts, Washington divisions, other regulatory agen¬ 

cies, and bank industry groups 

In 1989, the division published new regulations on 

lease financing, dividend computation, and lending 

limit statute revisions. These proposals were published 

for public comment in 1989; final regulations will be 

published in 1990. The division also developed new 

guidelines for evaluating management and board of 

director processes for managing banks, distributing 

the guidelines to all OCC examining personnel and 

national banks. The division also developed a pham- 

phlet entitled Money Laundering: A Banker's Guide to 
Avoiding Problems, which is a general guide for bank 

management and employees to help detect unusual or 
suspicious transactions, including money laundering 

activities. This booklet was distributed to all national 

banks and OCC examining personnel. 

The division undertook research projects such as sin¬ 

gle premium life insurance as investments for national 

banks; lending limit and capital requirements for asset 

securitization programs; and capital adequacy issues 

related to implementation of the risk-based capital 

guidelines in 1990. The division also began research 

projects on issues resulting from enactment of FIRREA 

The division provided assistance to other financial 

regulators and worked closely with the American 

Bankers Association (ABA) and the Independent 

Bankers Association of America (IBAA) in areas of 

mutual concern. Division staff provided facts and text 

for speeches and congressional testimony and served 

as speakers and participants on panels at banking 

industry seminars and meetings. 

In 1990, the division will work on issues such as risk- 

based capital guidelines; systemic risk; BSA and 

money laundering initiatives; and FIRREA-related 

issues having an impact on the national banking 

system. 

Bank Information Systems Policy 

The Bank Information Systems Policy (BISP) Division 

implements new policy and supervisory actions re¬ 

lating to bank information technology This includes 

research and analysis, industry liaison, and support 

services to the field, districts, and other Washington 

units. In fulfilling these duties, the division administers 

several major programs including the Multi-District 

Data Processing Servicers (MDPS) program, the Data 

Processing Information Systems Training Program 

(DPIS), Payment Systems Risk, the Automated 

Examination-Generated Information System/Electronic 

Data Processing (AEGIS/EDP), and the EDP portion of 

the compliance program 

The MDPS program is an interagency effort for super¬ 

vising the largest EDP servicers of financial institutions 

Supervising this portfolio of servicers benefits both 

supervisory and research efforts In 1989, BISP spon¬ 

sored an industry roundtable which included execu¬ 

tives of MDPS centers, other bank regulators, and EDP 

field examiners. Participants discussed topics of 

mutual interest, including telecommunications backup 

and the role of EDP servicers during bank closings 

The DPIS program provides career development op¬ 

portunities for selected examiners This two-year pro¬ 

gram supports the examiners' development in informa¬ 

tion systems technology and in their communications 

and administrative skills. This program produces a 

corps of highly-trained and experienced EDP exami¬ 

ners to supervise the multinational, regional, and MDPS 

data centers. In 1989, four DPIS examiners received 

the professional designation of Certified Information 

Systems Auditor. 

The AEGIS/EDP system contains information on the 

automation status of national banks and servicers of 

those banks. It also contains a list of bank customers of 

EDP servicers. In 1989, planning began to merge 

AEGIS into the Supervisory Monitoring System (SMS) 

and the National Bank Surveillance Video Display 

System (NBSVDS) The FDIC and the Board of Gov¬ 

ernors of the Federal Reserve System have access to 

AEGIS and SMS 

The division also administers a payment systems risk 

program, which monitors credit, liquidity, and opera¬ 

tional risks associated with large dollar funds transfer 

activity. This program reviews overdraft positions of all 

national banks, supports the districts and the Multi¬ 

national Division on these issues, and works with the 

Federal Reserve System and other agencies in policy 

development. 

The division also supports the field, district, and Wash¬ 

ington units by providing instructors at district and 

FFIEC schools on EDP issues and payments systems 
risk. In addition, division staff work with the OCC Train¬ 

ing Division and the FFIEC to update EDP-related train¬ 

ing courses The division works with other agencies to 

organize the annual EDP Technology Conference and 

sponsors EDP symposia 

The division researches methods to improve the de¬ 

livery and maintenance of OCC reference materials, 
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including handbooks, regulations, policies, and cir¬ 

culars The division produced an automated version of 

its EDP handbook in response to requests from exami¬ 

ners and distributed it for testing and comment Other 

division activities relating to policy development and 

support include issuing circulars on contingency plan¬ 

ning and EDP service contracts, as well as producing 

an internal paper on software review 

Bank Accounting 

The Bank Accounting Division provides professional 

accounting expertise to support OCC's supervisory 

process The division interacts with OCC personnel, 

bankers, and their representatives on accounting and 

reporting matters. As issues emerge, it develops new 

regulatory accounting principles. The division also es¬ 

tablishes reporting practices for national banks under 

the Securities Exchange Act of 1934. 

The division’s primary responsibility is to ensure that 

the OCC and bankers account for transactions prop¬ 

erly. The division provides this assistance through 

telephone calls, in meetings between OCC personnel, 

bankers, and their representatives, and when re¬ 

quested, through preparation of written opinions on 
accounting issues. 

The division provides practical guidance to under¬ 

stand emerging accounting issues by summarizing 

current accounting developments for OCC personnel 

in monthly newsletter articles and by providing in- 

depth guidance on other issues in OCC circulars, 

bulletins, and advisories In 1989, the division issued 

banking circulars on quasi-reorganizations and push 

down accounting applications, released an examining 

circular on failed bank acquisitions, and prepared 

examining bulletins on the new certified public ac¬ 

countant (CPA) audit reports and the new Statement of 
Cash Flows 

The division continues to work on other major issues 

including mergers under common control, financial 

futures, income taxes, leasing transactions under the 

Competitive Equality Banking Act (CEBA), risk-based 

capital, LDC debt issues, interest rate swaps, and 

nonaccrual loans 

he division also performs examiner training duties; in 

'989 for example, division staff were instructors at 

DCC conferences on business combinations, income 

'axes financial instruments, troubled debt re¬ 

structurings, and accounting for other real estate 

owned in addition, the division's second annual ac¬ 

counting workshop, held in October 1989, brought 

together OCC representatives from each of the districts 

and other banking regulatory agencies for briefings on 

accounting issues The OCC representatives comprise 

the Bank Accounting Group and work with field exami¬ 

ners on day-to-day district accounting issues 

The division also provides accounting expertise to 

other OCC departments as needed For example, divi¬ 

sion staff worked on OCC’s liquidity insolvency rule and 

assisted in developing the proposed amendment to 12 

USC 56 and 12 U S C 60 on the payment of divi¬ 
dends. 

The division actively promotes its views to the banking 

industry. Division representatives are active in several 

task force groups of the Financial Accounting Stand¬ 

ards Board, including the task force on financial in¬ 

struments and the use of interest methods. Division 

staff also participate in many industry conferences; 

during the year, the staff spoke before groups of be¬ 

tween 50 and 750 participants. 

The division interacts with the accounting profession, 

meeting regularly with the American Institute of Cer¬ 

tified Public Accountants on current issues. One result 

of these meetings is the CPA Cooperative Program, 

which seeks to improve communications and cooper¬ 

ation between the OCC and CPAs. This program will 

culminate in an OCC advisory in 1990. 

The division works with other banking agencies 

through the FFIEC Reports Task Force In 1990, divi¬ 

sion staff will help develop banking regulators' re¬ 

sponse to investment versus trading issues and iden¬ 

tify criteria that distinguish between securities held for 

investment, for trading, and for sale The division will 

also provide assistance on another FFIEC project, an 

advisory on the Statement of Financial Accounting 

Standards 96, “Accounting for Income Taxes," which 

will change the current tax practice to the liability 

method This FFIEC advisory will help banks, their 

accountants, and examiners to understand and im¬ 

plement Statement 96 

The division also reviews and assists with financial 

information included in documents filed under 12 

C.F.R 11 and 12 C F R 16 During 1989, the division 

reviewed offering circulars, merger proxy statements, 

and registration statements in approximately 150 
filings. 

Finally, the division works with other OCC departments 

on enforcement cases that require accounting exper¬ 

tise The division assisted in several administrative 

hearings and other legal proceedings during the year 
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Compliance 

Trust Activities 

The Trust Activities Division identifies current issues 

and trends in the fiduciary services industry. It de¬ 

velops and maintains policies and procedures relating 

to the supervision of such activities in national banks. 

Technical support is provided to field examiners, dis¬ 

trict and field offices, and other divisions within the 
Washington office. External liaison is maintained with 

the fiduciary services industry. The division revises and 

updates the Comptroller's Handbook for National Trust 
Examiners and The Comptroller's Handbook for Com¬ 
pliance; supports supervision of international fiduciary 

activities; collects, compiles, and publishes basic in¬ 
formation on fiduciary assets and income and ex¬ 

penses of national banks with fiduciary powers; coor¬ 

dinates the supervision of stock transfer activities of 

national banks; establishes policy for the collective 

investment of trust assets; and performs a variety of 

administrative functions. 

The Trust Activities Division contributed to or super¬ 

vised many projects during 1989 Major initiatives 

included: 

• Introducing an off-site analysis approach to 
fiduciary supervision as a complement to on¬ 

site examinations. 

• Participating as an advisory committee mem¬ 

ber in a syndicated study of the future direction 

of the fiduciary industry — “Seeking Successful 

Strategies: Articulating An Agenda for the 

1990s." 

• Coordinating an extensive update of OCC fi¬ 
duciary training, resulting in a complete over¬ 

haul of the fiduciary training program. 

• Publishing The Comptroller's Handbook for 
Compliance as part of OCC’s compliance 

program. 

• Improving the communication of current issues 

through internal publications such as the Edu¬ 

cational Update and the Trust Bulletin Board 

Trust Division staff were involved in both internal and 

external training efforts, including serving as organ¬ 

izers, lecturers, and instructors for OCC, interagency, 

and industry-sponsored schools and conferences A 

computer-based Fundamental and Advanced Fiduci¬ 
ary Topics course was completed and distributed A 

second computer-based course, Manager's Overview 
of Fiduciary Banking and Associated Risks, was intro¬ 

duced as a pilot Division staff supported the Multi¬ 

national and Regional Bank Supervision Division and 

district supervisory staffs in overseeing the supervision 

of domestic fiduciary activities As reguired, the divi¬ 

sion also provided advice and assisted in enforcement 

activities involving fiduciary matters 

The division also supports the supervision of inter¬ 

national fiduciary activities; in 1989, the division as¬ 

sisted in the examination of the international fiduciary 

activities of one branch and four multinational sub¬ 

sidiaries. It also processed 105 Annual Reports of 
International Fiduciary Activities. 

During 1989, the division processed 275 collective 

investment fund plans or amendments to plans. The 

division reviewed and processed 65 registrations, 

amendments, or withdrawals from registration for the 

approximately 511 registered national bank stock 

transfer agents. 

Consumer Activities 

The Consumer Activities Division is responsible for 

developing policies and procedures for supervising 

national bank compliance with consumer protection 

laws and regulations. It also assists in compliance 

training for bankers and examiners. Additionally, the 

division’s staff provides technical assistance to other 

OCC units, bankers, and examiners Finally, the divi¬ 

sion administers the OCC's Consumer Complaint Pro¬ 

gram. The report on that program, required by the 

Federal Trade Commission Act, appears elsewhere in 

the Quarterly Journal. 

The division monitors developments in consumer fi¬ 

nancial services and changes in laws and regulations 

The division staff prepares bulletins, circulars, and 

advisory letters to inform the industry and examiners of 

important developments and changes in laws and 

regulations. As appropriate, these issuances are in¬ 

corporated into periodic supplements to the Comp¬ 
troller's Handbook for Consumer Examiners 

During 1989, the division sponsored two major semi¬ 

nars for OCC employees The advanced compliance 
management seminar brought together senior OCC 

examiners, bankers, consumer and community lead¬ 

ers, and representatives of other government offices to 

consider compliance, consumer protection, and com¬ 

munity reinvestment topics. The seminar also had a 

presentation on recent regulatory developments and 

congressional initiatives The second seminar was an 

advanced consumer complaint workshop for the 

OCC's district consumer complaint specialists and 

their administrative assistants Speakers included staff 
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from the division and other OCC units such as the Law 

Department, and representatives of the Department of 

Housing and Urban Development. Participants dis¬ 

cussed topics such as recent regulatory and legislative 

activity, equal credit opportunity, electronic fund trans¬ 

fers, expedited funds availability, and unfair and de¬ 
ceptive practices. 

In 1989, the division continued to support OCC's com¬ 

pliance program through education and outreach ac¬ 

tivities Division staff prepared a video training tape on 

the new home equity lines of credit requirements and 

represented the OCC at 46 seminars and training ses¬ 

sions sponsored by national and state trade associa¬ 

tions and the OCC. These forums included the ABA 

Bank Compliance Symposium, which was televised to 

over 4,000 bankers; the ABA's National Compliance 

Conference; the ABA National Compliance School, 

which is held semiannually and attended by approxi¬ 

mately 300 bank compliance managers; and the Bank 

Administration Institute (BAI) Annual Compliance Con¬ 

ference A division staff member is on the planning 

committee of this BAI conference; another is a faculty 

advisor to the ABA National Compliance School. 

The division director represents the OCC on the 

FFIEC’s Consumer Compliance Task Force, one of the 

FFIEC s permanent task forces. The division also pro¬ 

vides staff for the task force’s project working groups, 

including the FFIEC's Home Mortgage Disclosure Act 

aggregation project This annual year-long project ag¬ 

gregates, by metropolitan area, information on home 

mortgage lending by financial institutions and makes it 

available to depositories in each metropolitan statisti¬ 

cal area Division staff participated in other task force 

projects such as the review and revision of the FFIEC's 

uniform, interagency consumer compliance examina¬ 

tion procedures. In addition, a division staff member 

chairs the task force's Community Reinvestment Act 

(CRA) working group while another division staff mem¬ 

ber supports the group This CRA working group form¬ 

ulated recommendations for revising the Uniform Inter¬ 

agency Community Reinvestment Act Rating System 

and proposed guidelines for disclosure of the new 

written CRA evaluations required by FIRREA These 

proposals were published for comment in the Federal 
Register in December 1989 The group has also de¬ 

veloped four new Questions and Answers on the CRA 

which will be disseminated to the banking and thrift 
industries 

other capital markets activities, examiner training in 

these areas, and related enforcement matters The 

division coordinates and carries out the responsibilities 

imposed on the OCC by federal securities laws that 

govern the conduct of national banks functioning as 

municipal and U S. government securities dealers In 

addition, the division acts as liaison with the securities 

industry, bank dealer community, other regulatory 

bodies, and the public with respect to investment se¬ 

curities, bank dealer, and capital market activities. 

Trends and products in this segment of the financial 

services industry continued to change in 1989. The 

division monitored these changes and continued to 

develop policies and supervisory techniques to ensure 

the safety and soundness of bank operations in these 

areas. The division developed supervisory positions on 
a variety of securitization proposals. 

Division staff continued to participate in examiner train- 

mg by acting as instructors in a series of seminars on 

bank dealer and investment portfolio activities, options, 

securitized assets, and interest rate swaps. Ninety field 

examiners currently participate in the division- 

sponsored Investment Securities Training Program 

which is designed to ensure that a high level of exami¬ 

ner expertise is available to reivew investment, dealer, 

and capital markets activities. The number of exami¬ 

ners in this program depends on the particular need for 
such expertise within each district. 

The staff also had speaking engagements in the bank¬ 

ing and securities industries. This activity, which is 

designed to foster communications with the securities 

industry and bank dealer community, provides insight 

into evolving trends and ultimately results in more effec¬ 
tive banking supervision. 

International Banking and Finance 

The International Banking and Finance (IB&F) Depart¬ 

ment is responsible for maintaining the OCC’s relation¬ 

ships with the international financial community and for 

research, advice, and policy formulation affecting the 

international activities of national banks and their ability 

to compete in the global market for financial services 

ICERC Management 

Investment Securities 

ne Investment Securities Division develops OCC su- 
pe' /sor/ policy on matters relating to bank investment 
'r\C f| /ifie' securities dealer activities, securitization and 

Through IB&F, the OCC holds the position of per¬ 

manent Interagency Country Exposure Review Com¬ 

mittee (ICERC) Secretariat The committee is legis¬ 

latively authorized to establish credit categorizations 

and, when necessary, mandate reserve levels for ex¬ 

posures to approximately 80 developed, developing, 
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and newly industrialized countries Its credit deter¬ 
minations are communicated to all banks engaged in 
cross-border lending activity. 

International Supervision Policy 

The department also serves as the focal point for exper¬ 
tise on global financial, economic, and bank supervi¬ 
sion activities. The department provides policy re¬ 
search and support to senior management on topical 
and emerging issues in the field of international bank¬ 
ing supervision. Information on major geographic sec¬ 
tors is maintained in a database readily accessible to 
all OCC managers and national bank examiners. The 

department works closely with OCC s Economic 
Analysis and Strategic Planning Department, Multi¬ 
national Banking, and the Chief National Bank Exami¬ 
ner’s office. 

Division members meet regularly with their counter¬ 
parts at the Treasury Department, the International 
Monetary Fund, the Inter-American Development 
Bank, the World Bank, overseas bank supervisors, and 
a variety of industry trade groups. The division also 
assists in preparing congressional testimony on inter¬ 
national issues, participates in overseas missions with 
the multilateral development institutions, and par¬ 
ticipates in overseas examinations of national banks 

Bank Supervision Operations 

Multinational Banking 

The Multinational Banking Department, established in 
1979, is responsible for the direct supervision of all 
national banks owned directly or indirectly by the fol¬ 
lowing companies: BankAmerica Corporation, Bank of 
Boston Corporation, Chase Manhattan Corporation, 
Citicorp, Continental Bank Corporation, First Chicago 
Corporation, Marine Midland Banks, Inc., Mellon Bank 
Corporation, NCNB Corporation, Security Pacific Cor¬ 
poration, and Wells Fargo & Company. The department 
is also responsible for international examining ac¬ 
tivities, and supports the regional bank and federal 
branch supervisory programs of OCC's district offices. 

Ongoing supervisory activities include examining 
multinational banks’ global operations, meeting with 
industry executives, and monitoring capital levels and 
other supervisory mandates. As of September 30, 
1989, the 11 multinational institutions and their affiliates 
held assets of $725 billion, representing 38 percent of 
the entire national banking system. The importance of 
the multinational institutions, aside from size, is re¬ 
flected in their worldwide operations, key role in the 
domestic economy, and leadership in the evolving 
global financial services marketplace. 

The Multinational Banking Department also decides or 
recommends action on all corporate applications filed 
by the banks under its supervision For example, in 
1989 the department reviewed noteworthy domestic 
corporate applications involving new powers for oper¬ 
ating subsidiaries. It also provided clearance to pro¬ 
posals such as a request to act as broker for any 
exchange-traded security, to act as manager and gen¬ 
eral partner of limited partnership commodity pools, 
and to provide merchant banking advisory services It 

also reviewed subordinated debenture applications 
involving inter-affiliate sales or novel amortization 
schedules, thereby establishing interpretational prec¬ 
edents for the pending risk-based capital rules. In 
October, the department handled two of the first sig¬ 
nificant Resolution Trust Corporation (RTC) thrift sales 
under FIRREA. In the international arena, the depart¬ 
ment granted three federal branch licenses to banks 
from Mexico, Hong Kong, and Kuwait; applications 
from a Canadian bank and a Polish bank to open 
federal branches are currently under review. The de¬ 
partment completed work on voluntary liquidations by 
three foreign banks, two voluntary liquidations remain 
in process 

The department's work is divided between reseach 
and analysis and line supervision The Multinational 
and Regional Bank Analysis Division supports the su¬ 
pervision of larger banks by developing supervisory 
guidelines, providing financial analysis, monitoring 
market trends, and conducting special studies. The 
division examines the major risks confronting large and 
complex banks such as credit risk, interest rate risk, 
foreign exchange risk, and liquidity and market risk. In 
1989, a major research project produced staff studies 
and several supervisory issuances on highly leveraged 
transactions and bank management of interest rate 
risk. The division also compiled and distributed other 
papers on specialized and complex banking activities 
as a resource for examiners. Finally, the division spon¬ 
sored advanced seminars on risk management and 
organized training programs for OCC district offices 

Multinational and Regional Bank Supervision is re¬ 
sponsible for the direct supervision of the individual 
multinational banks Specific responsibilities include 
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evaluating the condition and performance of the multi¬ 

national institutions, formulating and implementing ex¬ 

amination strategies, and making decisions and/or 

recommendations on corporate and licensing appli¬ 

cations Additional functions include administering 

the Shared National Credits program, supporting re¬ 

gional bank and federal branch supervisory programs 

of the six districts, and administering the OCC's inter¬ 

national examination efforts. The division also works 

closely with the FDIC and Federal Reserve Board to 

coordinate major interagency examination efforts. The 

division consists of both Washington staff and a group 

of field examiners based in Boston, Charlotte, Chicago, 

Dallas, London, Los Angeles, New York, Pittsburgh, 
and San Francisco. 

The department's examination philosophy is to take an 

ongoing and anticipatory approach The department's 

field examiners are permanently stationed in each 

multinational lead bank to facilitate communication and 

information exchange, thus enhancing the depart¬ 

ment's ability to promptly identify and respond to 

emerging issues and risks The Washington-based 

examiner staff maintains continuous dialogue with the 

field examiners to ensure that examinations are pro¬ 

ceeding as planned and to keep OCC management 

informed of significant events affecting the assigned 

institutions. 

Supervisory strategies are developed annually for 

each of the multinational companies and revised when 

necessary. In developing strategies, emphasis is 

placed on evaluating the level of risk in a specific 

institution and devising a plan to monitor those risks. 

Supervisory strategies encompass both on- and off¬ 

site analyses, and relate closely to macroeconomic 

factors and marketplace developments. 

Off-site analysis has been enhanced by improved 

automated systems, communications, and increased 

contacts with market participants and analysts Resi¬ 

dent examiners update the OCC’s Supervisory Moni¬ 

toring System quarterly on the condition of the lead 
bank. 

On-site analysis 'S based on a series of examinations 

targeted at specific areas of identified or perceived 

risks affecting individual multinational companies or 

the multinational banking system as a whole. For ex¬ 

ample, recent examination efforts were directed 

toward asset quality and the adequacy of the allow¬ 

ance for loan and lease losses, highly leveraged trans¬ 

actions; interest rate risk; real estate lending; funding 

and Iquidity; capital markets, trading, foreign ex¬ 

change, and treasury activities; business expansion 

plans, both product and geographic; financial analy¬ 

sis; and control functions such as audit loan review and 

management information systems. Utilizing OCC’s 

compliance program examination procedures, com¬ 

prehensive compliance examinations, including trust 

and EDP activities, are generally conducted every 

other year in each multinational company. 

Administration 

Management Improvement 

Management Improvement serves as OCC's focal 

point to ensure participation in and compliance with 

governmentwide initiatives and statutes such as the 

Federal Manager s Financial Integrity Act (FMFIA). Su¬ 

pervised directly by the Senior Deputy Comptroller for 

Administration, the division serves as liaison to OCC's 

outside auditors and assures follow-up and respon¬ 

siveness to audit recommendations. 

During 1989. in order to comply with additional report¬ 

ing requirements from the Treasury Department, the 

division expanded its formal follow-up activities to in¬ 

clude material instances of nonconformance with 

>r MFIA and actions necessary in response to investi- 

ga‘ons conducted by the Treasury Department In¬ 

spector General (IG) Additional reporting require- 

rr erits occurred when the IG changed its status from an 

administrative to a statutory division and in response to 

heightened concern about waste, fraud, and abuse in 

other government departments 

The division director continued to work with the Duality 

Improvement Division to facilitate implementation of six 

quality improvement teams and one lead team within 

the Administration Department. In addition, efforts be¬ 

gan to blend the government's productivity and quality 

improvement program into OCC'S Quality Improve¬ 
ment Process. 

Resource Management 

Human Resources 

During 1989, the Human Resources Division realized 

significant accomplishments to enhance the quality of 

working life of OCC employees It achieved progress in 
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organizational design and structure, employee com¬ 

pensation, communications, and national recruitment. 

The division also undertook aggressive cost con¬ 

tainment initiatives to maintain current benefits pro¬ 

gram services while minimizing additional costs to 

employees. 

The division served as a role model for Washington 

offices when it utilized current principles of organ¬ 

izational design to implement a critical reorganization 

The reorganization consolidated the Human Re¬ 

sources and former Operations Analysis divisions and 

“flattened” excess management layering. Increases in 

decision-making at operating levels have improved the 

division's responsiveness to clients and heightened its 

ability to respond to rapid organizational changes con¬ 

fronting the agency. 

In 1989, the division capitalized on enabling language 

in FIRREA allowing the division to implement interim 

changes to OCC employee compensation programs. 

These changes included a geographic differential pro¬ 

gram and a new executive pay plan. Although still in 

developmental stages, these programs set the stage 

for permanent compensation plans designed to help 

the OCC attract and retain the best talent in a com¬ 

petitive marketplace. 

The Human Resources Division continued to improve 

internal communication between employees and man¬ 

agement by developing an updated version of the OCC 

Employee Attitude Survey. The 1989 survey, the third 

produced, provides a way for OCC employees to 

communicate directly with senior management. The 

survey yielded information on communication, per¬ 

formance management, and organizational structure, 

which support leadership principles endorsed by OCC 

senior management The division also improved exter¬ 

nal communication when it shared resources and staff 

expertise on new compensation initiatives and other 

personnel management issues with other financial 

regulators. 

The division strengthened its national recruitment pro¬ 

gram through targeted training of district recruiters and 

evaluators in program principles and techniques It 

updated selection instruments and recruiting materials 

and improved district examiner hiring programs by 

closer monitoring of recruitment activities by the na¬ 

tional recruitment coordinator. Local recruitment efforts 

increased the ranks of handicapped and disabled 

employees and enhanced communication and em¬ 

ployment opportunities for sight- and hearing-impaired 

candidates through techniques such as sign language 

training courses and procurement of special audio¬ 

visual equipment. 

Finally, the division successfully negotiated new bene¬ 

fits contracts that provide a full range of employee 

services and benefits Despite comparatively sharper 

escalations in non-OCC-sponsored federal benefits 
program costs, these contracts imposed minimal in¬ 

creases in costs to OCC employees 

Training and Development 

The Training and Development Division educates and 

develops personnel in accordance with OCC goals 

The division's staff includes education specialists, em¬ 

ployee development specialists, and national bank 

examiners. The staff is organized into bank supervision 

training, career development training, and admin¬ 

istration. 

The bank supervision unit is responsible for designing, 

developing, implementing, and maintaining bank su¬ 

pervision training activities. This unit also provides 

information to districts and other OCC units on bank 

supervision training During 1989, this unit developed 

several courses including a Corporate Self-Study. 

Basic and Intermediate Asset/Liability Management. 

Fundamental and Advanced Fiduciary Topics, and 

Fiduciary International. The District Consumer Orienta¬ 

tion, Foreign Exchange/lntemational Treasury, Trust 

Techniques, and the Applied Communications Tech¬ 

niques Schools were revised 

The career development unit administers all training 

not related to bank supervision, including all executive 

and managerial training The unit manages formal ca¬ 

reer development programs such as executive candi¬ 

date, director candidate, and the CD I programs The 

unit offers a two-day assessment center for managers 

and a skills laboratory for director candidates and 

newly appointed directors 

The administrative unit prepares and monitors the divi¬ 

sion’s budget, processes training requests for Wash¬ 

ington personnel, coordinates and schedules training 

classes, issues training announcements, arranges 

lodging for students and instructors from the districts, 

and prepares and monitors contracts and requisitions 
In 1989, the division conducted 163 sessions of OCC 

and FFIEC training programs for 2.699 students and 

processed 1,796 requests for training outside of the 

agency 

The education specialists for evaluation act as con¬ 

sultants to administrators of programs, helping to iden¬ 

tify areas and instruments for evaluating training The 

advisor makes recommendations, builds evaluative 

measures into the design of training programs, and 

measures the effectiveness of OCC s training 
programs. 
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Administrative Services 

ne Administrative Services Division (ASD) provides 

administrative support to the OCC in records manage¬ 

ment and library services, building services; leasing 

and property management; printing and graphics; and 

procurement, contracting, and property and supply 
services 

In 1989, the division managed 34 office lease/ 

construction projects nationwide to accommodate 

changes in the field office structure Additional electri¬ 

cal cabling was installed in 30 duty stations to handle 

data processing and telecommunications equipment 

The division arranged for installation of an electronic 

card access system in the Washington office, and 

issued new identification/access cards to all Wash¬ 
ington employees. 

During 1989, ASD launched a program to capture and 

preserve the institutional memory of the OCC, hiring an 

historian to record important developments in the OCC 

and to inform OCC staff about the rich history of the 

agency ASD also installed an automated records 

tracking system in Central Records to assure that many 

of the critical records of the agency are preserved and 
protected 

The division awarded major contracts during the year 

for microcomputer purchases, office automated data 

processing equipment (ADPE) maintenance services, 

an employee compensation study, several bank exam¬ 

iner training programs, and lodging/hotel services. 

In 1989, ASD began planning for the relocation of the 

Washington office to a new site Construction has be¬ 

gun on the new building; occupancy is expected in 
1991. 

The division continued to provide professional admin¬ 

istrative services to the OCC. The division is respon¬ 

sible for a wide range of day-to-day services, from 

administering the parking policy to responding to re¬ 

quests from management for administrative as¬ 

sistance In 1989, 1,757 requests for purchases and 

contracts totaling almost $31 million were processed, 

with contracts competition and negotiations saving 

more than $2 1 million Approximately 2,050 graphics, 

955 printing, and 1,250 reproduction requests were 

f,||ed The building services staff completed over 

45 237 service-related requests and jobs in 1989 

vippiy services processed 7,607 express mail and 

'might shipments and disposed of 2,268 pieces of 

personal property The library responded to 4,232 re- 

q jests for reference assistance, conducted 1,176 on- 

seareties, and purchased 630 new publications 
r (. 

The library staff also borrowed 905 publications from 
other libraries through interlibrary loans 

Equal Employment Programs 

The Equal Employment Programs (EEP) Division moni¬ 

tors, evaluates, and assesses EEO and affirmative 

employment (AE) conditions. The division also pro¬ 

vides training, advice, and guidance to managers, 

supervisors, and employees on EEO and AE matters 

The staff consists of the program director, two EEO 

specialists, one program analyst, and a clerk typist. 

During 1989, the division staff continued to conduct 

presentations, training programs, and question and 

answer sessions for agency management and em¬ 

ployees on EEO and AE issues and programs Staff 

members participated in two district personnel man- 

agement evaluations relating to EEO/AE respon¬ 

sibilities. Other activities included updating and revis¬ 

ing the EEO handbook; establishing collateral duty 

position descriptions for special emphasis managers 

and EEO counselors; developing automated statistical 

reports on the five year affirmative employment pro¬ 

gram plans; and initiating division outreach efforts 

through staff details to other OCC divisions and federal 

agencies, information exchanges with federal EEO 

counterparts, and liaison opportunities with automation 
specialists within the agency. 

The EEP Division rotational assignment program, insti¬ 

tuted in 1987, was continued in 1989 Six people, one 

from each district, served on one month assignments 

assisting division staff with day-to-day operations and 

special projects such as surveying EEO counselors 

and automating manual reporting systems to expedite 

data collection and improve efficiencies. 

In 1989, the division developed expertise in con¬ 

ducting presentations on cultural diversity and par¬ 

ticipated in advanced training seminars on this subject. 

A pilot training session on managing diversity, pre¬ 

sented to management officials in one of the agency's 

districts, was well-received A training module is under 

development for incorporation into all management 
training programs. 

Systems And Financial Management 

The Deputy Comptroller for Systems and Financial 

Management (S&FM) is the OCC’s chief financial offi¬ 

cer and has primary responsibility for automated infor¬ 

mation systems development and operation for the 

OCC Support for the OCCs increasing reliance on 

effective MIS is provided through four MIS units who 

report to the Deputy Comptroller They are the Appli¬ 

cations Development Division, User Support Division, 



Systems Support Division, and the MIS Coordination 

unit. These units, created by a major reorganization in 

1988, provide a high level of user support and allow for 

the development and operation of larger and more 

sophisticated information systems. The Deputy Comp¬ 

troller serves as chairman of the MIS Committee, the 

committee sets policies and priorities for information 

systems development at the OCC. 

The Deputy Comptroller is responsible for ensuring that 

the OCC’s financial resources are used efficiently. This 
includes developing an effective operating budget, 

controlling payments appropriately, and providing 

comprehensive financial reports and policy guidance 

on financial issues. The financial area was reorganized 

in 1989 to help improve the quality and reliability of 

these processes. 

In addition to these organizational responsibilities, the 

Deputy Comptroller serves as a member of the career 

development committee, which is dedicated to identi¬ 

fying, developing, and maintaining the best manage¬ 

ment talent for the OCC. The Deputy Comptroller also 

serves on a number of other task forces concerned with 

OCC-wide issues. 

MIS Coordination 

This unit was established at the beginning of 1988 to 

provide improved planning in MIS, to be a focal point 

for coordinating MIS policies and issues for the OCC, 

and to provide administrative support to the other MIS 

divisions in S&FM. The major accomplishments of the 

unit in 1989 include: 

• Supporting the MIS Committee, which provides 

advice and guidance on MIS plans, policies, 

and priorities to the Deputy Comptroller for 

S&FM and the policy group The committee also 

directed initiation of a long range MIS planning 

project to assure an effective OCC operating 

environment into the future. 

• Coordinating the development of the annual 

MIS operating plan with the MIS divisions, the 

MIS Committee, and the districts. 

• Sponsoring quarterly meetings with the district 

MIS managers to ensure the effective coordi¬ 

nation of MIS initiatives affecting the field 

• Ensuring that OCC's automated information se¬ 

curity policies and procedures are appropriate 

to protect sensitive data and OCC's resources. 

This included coordinating an annual risk anal¬ 

ysis examination of important information sys¬ 

tems; conducting computer security aware¬ 

ness training; and revising the MIS Security 
Manual. 

• Providing personnel support to the other MIS 

divisions concerning the development and staf¬ 

fing of information systems positions 

• Providing planning and budget support to the 

other MIS divisions to assist them to assure use 

of available funding to complete all MIS plans 

and initiatives 

Applications Development 

The Applications Development Division (ADD) is re¬ 

sponsible for all application systems development 

maintenance, and support activities The division is 

organized into two units, Applications Systems and 

Applications Support Applications Systems consists 

of four branches: Supervisory Systems 1 & 2. Admin¬ 

istrative Systems, and Financial Systems. These 

branches collectively are responsible for the analysis, 

design, development, implementation, and main¬ 

tenance of all OCC mainframe application systems 

Applications Support, which is responsible for support 

of Applications Systems, is composed of three 

branches: Applications Research, Quality Assurance, 

and Data Administration. Applications Research is re¬ 

sponsible for exploring new tools and methodologies; 

Quality Assurance ensures all application systems are 

qualtiy products by developing standards and pro¬ 
cedures, including the Application Development Life 

Cycle (ADLC), while Data Administration oversees 

OCC’s corporate data management program 

Significant accomplishments in 1989 included 

• Continued development of the ADP Standards 
and Procedures Manual to enhance control and 

quality of ADD s activities 

• Development and presentation of a white paper 

to staff and senior management explaining the 

concept and value of corporate data 

management. 

• Continued implementation and refinement of 

the ADLC, including completion of the ADLC 
Handbook ADD used ADLC methodologies on 

the following new applications 

— Training Administration System. 

— time entry, 

— on-line statistical data; 
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OCC Policy Guide System, and 

Standard General Ledger 

• Designed and standardized the Run Control 
Manual for production control and piloted its 

implementation for the time entry system 

• Played a major role in analyzing, developing, 

and running the Contingency Check Pro¬ 

cessing system that produced the geegraphic 

pay differential checks 

Systems Support 

The Systems Support Division (SSD) is located at the 

agency's Centre Pcinte data center facility in Landover, 

Maryland SSD is respdnsible fdr the operation of 

OCC’s mainframe computer facility and its operating 

software, as well as the agency's telecommunications 

networks, both voice and data. The division is organ¬ 

ized in two operating units, Data Center Administration 

and Telecdmmunications. 

The Data Center Admimstratian (DCA) unit cansists of 

three branches. The Data Base Administration branch 

is responsible for the development and maintenance of 

the physical data bases used at OCC. The Systems 

Programming branch is responsible for maintaining the 

operating system that runs the mainframe hardware. In 

additian, the Systems Programming branch installs all 

software products used on the mainframe The Oper¬ 

ations and User Services branch is respdnsible for 

production control and overseeing the operation of the 

mainframe, which is performed by a cantractor. The 

DCA unit is also responsible for the security of the 

Centre Pointe facility and monitoring the overall per¬ 

formance of the systems. A capacity plan is prepared 

annually to project OCC mainframe and data commu¬ 

nication network needs for the foreseeable future; es¬ 

tablished targets are monitored monthly to assure the 
success of overall operations 

The Telecommunications unit is comprised df two bran¬ 

ches, Voice Communications and Data Communica¬ 

tions The Voice Communications branch is respon¬ 

sible for the telephone systems used at headquarters 

and the district offices; it also provides advice and 

counsel to field offices and duty stations. In addition, 

the branch manages OCC use of the Federal Tele¬ 

communications System (FTS) and works with the Trea- 

sury Department and the General Services Admin- 

ctrafion (GSA) on major telecommunication procure¬ 

ments "he Data Communications unit maintains and 

operates the OCC data communications network and 
/a je added network (VAN) which is used when dial¬ 

og ' Vorri remote locations This requires working with 

district personnel and dther Washington divisions to 
coordinate all office relocations 

A major upgrade of the mainframe during the first 

quarter of the year represents the most significant 

accomplishment of the division in 1989 The project, 

which required considerable planning and coardi- 

nation with other Washington units and the districts, 

was ccmpleted on time without disruption of ongoing 

operations. The upgrade provides the OCC with suf¬ 

ficient mainframe hardware resources to service the 
agency for several years. 

User Support 

The User Support Division (USD) is responsible for 

OCC’s office automation and user support programs. 
USD’s dual mission is to: 

• Provide OCC users with support, consultation, 

and data access to allow them to attain self- 

sufficiency in the business use of computers, 
and 

• Plan, manage, and support the integration of 

end-user cemputing intd the corporate 

business and computer environment. 

The Information Center Hotline provides users a single 

point of contact to resolve automated equipment, tele¬ 

communications, software, or application problems 

Computer specialists on the Hotline provide direct 

assistance for most problems and referral and follow¬ 

up for any that cannot be immediately resolved A 

mainframe tracking system, the Help Call Management 

System (HCMS), helps ensure prompt service to users 

who averaged more than 1,000 calls monthly durinq 
1989 

The division also helps users by providing practical 

informatidn through a comprehensive Microcomputer 
Users' Guide, which was updated during the year. The 

division increased its effdrts to help users access data 

in OCC’s mainframe database through an ad hoc query 

language known as FOCUS A FOCUS database, cre¬ 

ated by using data extracted from OCC’s Time and 

Travel Reporting System, is being evaluated as a pro- 

tdtype to provide data query to users 

USD routinely evaluates hardware and software for 

office automation systems to ensure that users have the 

systems necessary to accomplish their jobs efficiently 

In 1989, USD coordinated the purchase of over 1,400 

microcomputer systems to enhance operations in both 

offices and the field, thereby completing a two-year 

initiative to replace 600 of the oldest systems and to 



phase out the last word processing system A new 

contract was also completed and awarded to provide 
blanket maintenance for all microcomputer systems, 

thereby providing enhanced service at reduced costs. 

Finally, a local area network (LAN) was installed in 

OCC's Law Department and evaluated as a prototype 

for possible LAN use in other departments. 

Financial Management 

The Financial Management Division (FM) promotes the 

efficient use of the OCC's financial resources. The 
division has two major functions: financial planning and 

analysis, and accounting and funds management FM 

develops, recommends, implements, and administers 

revenue and expenditure policy; performs financial 

analysis; designs and operates financial models; and 
directs OCC’s budget operation, which includes work¬ 

ing with the Treasury Budget Office, OMB, and 

Congress. 

The division also collects and disburses all funds and 

manages OCC’s financial reporting systems, including 

the recording of all of OCC’s financial transactions to 

assure that the financial system effectively monitors 

resource utilization and forecasting activities FM pro¬ 

vides financial reports for management, manages the 

OCC's investment portfolio, and makes relocation 

payments. During 1989, the Financial Management 

Division: 

• Provided budget assistance to district and 

Washington units. 

• Issued the 1990 Notice of Comptroller of the 

Currency Fees. 

• Maintained the Treasury Executive Institute 

(TEI) financial records for 1989. 

• Performed financial analyses of OCC programs 
and projects to ensure maximum utilization of 

funds. 

• Executed the 1989 operating budget and form¬ 

ulated the 1990 operating budget. 

• Developed and implemented a system to col¬ 

lect expenses from FDIC for savings and loan 

examinations. 

• Continued efforts to develop and implement an 

on-line automated time entry system 

• Developed and conducted budget and ac¬ 

counting training for the districts 

• Issued checks for the new geographic differ¬ 

ential and executive compensation programs 

Financial Review and Systems Management 

The Financial Review and Systems Management 
(FR&SM) Division is responsible for quality control re¬ 

views, internal control reviews, Federal Managers' Fi¬ 

nancial Integrity Act (FMFIA) reporting, and the design, 

development, enhancement, and implementation of 

financial systems. In 1989, FR&SM 

• Coordinated the development and implemen¬ 

tation of an automated time entry system and 

provided comprehensive training to OCC 

timekeepers in conjunction with the Financial 

Management Division and the Applications De¬ 

velopment Division. This new system has in¬ 

creased the timeliness, accuracy, and effi¬ 

ciency of processing employee time and at¬ 

tendance data. 

• Implemented decentralized query access to 

accounts payable information Each district of¬ 

fice now has on-line access to current payment 

information from the accounts payable system 

• Conducted quality control reviews of OCC’s 

district and field offices' financial operations 

• Conducted FMFIA Section 4 reviews of the 

budget and capital expenditure subsystems of 

OCC's Financial Information System 

• Coordinated enhancements to financial 

systems and managed production problems to 

assure satisfactory resolutions 

• Designed, developed, and implemented the 
Government Standard General Ledger man¬ 

dated by OMB 
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Corporate and Economic Programs 

Bank Organization and Structure 

Bank Organization and Structure (BOS) establishes 

and implements policies affecting corporate activities 

of national banks, and analyzes and processes re¬ 

quests from individuals and banks to engage in bank¬ 

ing activities The department monitors OCC's li¬ 

censing function and continues to enhance the quality 

control and information systems that support Increas¬ 
ingly decentralized licensing operations. 

Licensing Policy and Systems 

The Licensing Policy and Systems Division develops 

and implements general policies and procedures for 

the corporate activities operations of the OCC The 

division also coordinates the OCC's licensing quality 

control program and oversees the Licensing Informa¬ 

tion System, a computerized system for monitoring 

corporate operations 

The division strives to reduce paperwork and regu¬ 

latory burdens on applicants and to improve the effi¬ 

ciency of the OCC's corporate activities operations. 

During 1989, the division completed several initiatives 

consistent with these objectives, including: 

• Revision of the Comptroller's Manual for Corpo¬ 
rate Activities The amendments clarified 

policies and procedures and new comprehen¬ 

sive processing checklists were developed for 

every major type of application The new check¬ 

lists support more efficient and accurate pro¬ 

cessing of applications by reminding corporate 

application analysts of required processing 

steps, and by enabling decisionmakers to de¬ 

termine quickly that all required processing 

steps have been completed prior to decision. 

• Guidelines were issued to the public explaining 

the filing requirements for voting trusts under 

the Change in Bank Control Act (CBCA) and 

during the m-orgamzation phase of a new na¬ 
tional bank 

• he National Bank Corporate Reorganization 

Act, a comprehensive set of burden reducing 

legislative proposals, was submitted for Treas¬ 
ury and OMB review 

• rne division issued guidelines applicable to 

requests to conduct quasi-reorganizations 

• A new legal interpretation was issued that made 

it easier to satisfy the directors' qualifying 

shares requirement. The new interpretation al¬ 

lows directors to satisfy the requirement 

through the purchase of national bank shares 

with a fair market value of $1,000 rather than a 
par value of $1,000. 

• A comprehensive study examined the feasi¬ 

bility of smaller depository institutions secur¬ 

itizing performing and nonperforming assets 

through a joint venture in a national bankers' 
bank. 

• A task group of district and Washington office 

staff initiated a review of corporate application 

file documentation requirements to determine if 

efficiency could be improved by streamlining or 
eliminating file documentation. 

• Following enactment of FIRREA, the division 

developed and implemented several new or 

amended policies and procedures, such as 

new procedures for processing officer and di¬ 

rector reviews under Section 914 of FIRREA, 

procedures for requesting comments from the 

FDIC on new charters, and policies for emer¬ 

gency acquisitions of thrift institutions. 

• Washington and district office management 

and staff were briefed on significant trends in 

bank structure and organization, including im¬ 

plications for the OCC's supervisory mission. 

• Authority to decide routine corporate appli¬ 

cations was delegated to the director level or 

below in the districts and the Multinational 

Banking Division. These delegations eliminate 

layers of review for routine applications 

• A comprehensive, computerized database of 

significant corporate activities decisions, de¬ 

velopments, and policy interpretations was de¬ 

veloped The new database, which may be 

accessed by a personal computer, helps staff 

to efficiently research the history and prece¬ 

dents of corporate activities decisions 

The division also monitored corporate activities oper¬ 

ations through the Licensing Information System and a 

comprehensive quality control program The Licensing 

Information System produced the Weekly Bulletin, 
summary tables for the Quarterly Journal, and quarterly 



and annual statistical summaries of the OCC's cor¬ 

porate activities operations. During the year, "read 

only" access to the Licensing Information System was 

made available to all OCC staff. Under the quality 

control program, six OCC districts and the Multi¬ 
national and Regional Bank Supervision Division re¬ 

viewed corporate activities operations. Four targeted 

reviews of conditionally approved and denied cor¬ 

porate applications also were completed. 

Corporate Activity 

The Corporate Activity Division is responsible for 

coordinating district and Washington processing of all 

corporate applications. Applications are processed in 
accordance with 12C.F.R. 5, the Comptroller's Manual 
for National Banks, and the Comptroller's Manual for 
Corporate Activities. The division analyzes and pro¬ 

vides decisions and recommendations to senior man¬ 

agement on applications not delegated to the district 

offices. The applications involve new bank charters, 

consolidations, and mergers where the resulting bank 

is a national bank; corporate reorganizations; con¬ 

version of state banks to national charters; operating 

subsidiaries; branches; Customer-Bank Communica¬ 

tion Terminals (CBCTs); head office and branch re¬ 

locations; capital changes; and federal branches and 

agencies of foreign banks. The division also evaluates 

and processes notices of change in controlling owner¬ 

ship of national banks and requests for exceptions filed 

under the Depository Institutions Management Inter¬ 

locks Act. It also conducts appraisals, upon request, 
from shareholders dissenting to a merger, con¬ 

solidation, or conversion involving national banks. 

The number of corporate applications received by the 

OCC during 1989 was 13 percent higher than in 1988 

1989 Corporate Applications 

Application Type 

Received Districts Washington Total 

Decisions 1988 1989 Approved Denied Approved Denied 

Branches 922 922 923 11 10 2 946 

Change in Control 45 55 36 0 12 3 51 

CBCTs 681 1,132 1.138 0 1 1 1.140 

Capital 368 357 283 3 10 2 298 

Charters 64 92 50 0 15 4 69 

Conversions 51 35 26 0 4 0 30 

Corporate Reorgs 239 194 179 2 7 3 191 

Federal Branches 4 4 2 0 1 0 3 

Fiduciary Powers 34 29 22 0 2 1 25 

Mergers 146 165 135 0 19 0 154 

Operating Subs /BSC 196 163 129 1 15 1 146 

Relocations 244 242 238 0 3 0 241 

Stock Appraisals 10 7 0 0 3 0 3 

Total 3 004 3.397 3.161 17 102 17 3.297 

Note The table does not include over 1,000 applications filed with other agencies but 
reviewed and commented on by the OCC. as required by the Bank Merger and Bank 
Holding Company acts and in accordance with interagency procedures involving the 

CBCA 

The OCC received 28 more de novo charter appli¬ 

cations in 1989 than in 1988, an increase of 44 percent 

The number of applications received, however, con¬ 

tinues to be below the 1987 figure of 107 Over half (52) 

of the applications in 1989 were submitted by inde¬ 
pendent organizing groups; slightly more than one-fifth 

of the charter applications were sponsored by bank 

holding companies. Applications for trust banks made 

up about 11 percent of the charter applications. The 
Southeastern and Northeastern districts experienced 

increases in chartering activity; the Southeastern Dis¬ 

trict processed most of the applications. In 1989, the 

OCC denied 6 percent of charter applications, com¬ 

pared to 9 percent in 1988. 

The OCC approved three applications to create na¬ 

tionally chartered bridge banks in 1989 Two of these 

banks were established to facilitate acquisitions of 

problem institutions within Texas (MCorp and Texas 

American Bancshares); the third was established to 

acquire a failing banking institution in Florida. 

Applications to convert to national banks decreased by 
nearly one-third in 1989 after a 42 percent gain in 1988 

The 1989 figures include applications from four thrifts 

to convert to national banks. 

While receipts of brick and mortar branch applications 

were unchanged from 1988 to 1989, CBCT applica¬ 

tions increased by 66 percent, reflecting the increasing 

popularity of this method to provide banking services. 

Total merger applications received during 1989 de¬ 

clined by 6 percent from 1988 Corporate reorgan¬ 

ization merger receipts dropped by 19 percent, while 

bank-to-bank mergers increased by 13 percent. 

Other noteworthy information on corporate appli¬ 

cations processed in 1989 includes the following 

• OCC’s districts decided approximately 97 per¬ 

cent of all applications processed as compared 

with 93 percent in 1988 

• The office approved approximately 99 percent 

of all applications processed during 1989 This 

percentage is consistent with 1987 and 1988 

approvals. 

• The OCC approved eight branch applications 

from national banks requesting permission to 

branch to the same extent as state-chartered 

savings and loan associations (commonly re¬ 

ferred to as Deposit Guaranty-type appli¬ 

cations). These approvals included first-time 

approvals for Missouri (two in January 1989). 

Wisconsin (two in March 1989), and Kansas 
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(one in March 1989) During 1989. the office 

also received its first proposals from Colorado. 

• The OCC began disclosing application de¬ 

cisions involving CRA considerations com¬ 

menced during the third quarter of 1989 The 

public disclosure provides banks and the gen¬ 

eral public with information about the OCC’s 

decisions on applications that have been con¬ 

ditionally approved or denied on CRA grounds 

The decision letters are published monthly in a 

document entitled "Interpretations." Summar¬ 

ies of the decisions are also published in the 

Quarterly Journal under the Recent Corporate 
Decisions section. 

• The office denied one CBCT branch application 

because, among other things, the applicants' 

records of performance under CRA were con¬ 

sidered less than satisfactory. Additionally, one 

new bank charter was denied, in part because 

the applicant failed to satisfactorily address the 

proposed bank's responsibilities under CRA. 

The office approved 15 corporate applications 

on the condition that applicants strengthen their 

CRA performances. 

The OCC has been extensively involved in the resolu¬ 

tion of the thrift crisis as envisioned by FIRREA. Sig¬ 

nificant resources have been devoted to reviewing 

requests by thrifts to convert to national banks (four 

applications are currently pending and numerous 

meetings were held with thrifts to discuss the con¬ 

version process); to analyzing requests by national 

banks to acquire thrifts; and to facilitating Resolution 

Trust Corporation assisted transactions by participat¬ 

ing in meetings with potential bidders, reviewing bids 

that involve national banks, and processing emer¬ 

gency corporate applications designed to facilitate the 

acquisition of insolvent thrifts. Through December 31, 

1989, 33 thrifts have been closed, representing $13 

billion in deposits; national banks acquired 21 of them, 

representing $7.6 billion in deposits (58 percent of the 
total) 

The Corporate Activity Division continues to provide 

quarterly summaries of interesting or unusual de¬ 

cisions in each issue of the Quarterly Journal. 

Economic Analysis and Strategic Planning 

Economic Ana'ysis and Strategic Planning (EASP) sup¬ 

ports the OCC’s supervisory mission through research, 

;jr a /sis and consultation on a wide variety of agency 

programs through the work of its three divisions The 

f oonomic and Policy Analysis Division coordinates 

testimony and provides input on many policy issues 

facing the OCC, including risk-based capital The In¬ 

dustry and Financial Analysis Division analyzes the 

financial health of the banking system and identifies 

possible sources of systemic risk The Strategic Plan¬ 

ning Division coordinates the OCC's planning process 

Economic and Policy Analysis 

The Economic and Policy Analysis Division (E&PA) 

contributes to the development and implementation of 

OCC policy through economic analyses and research 

on the regulation of financial institutions and on the 

operation of the financial services industry. The division 

provides senior OCC officials with analyses of banking 

issues and proposals generated by OCC staff, other 

agencies, Congress, and the public. E&PA also pro¬ 

vides economic advice and analytical assistance on 

projects initiated by other divisions at the OCC. 

In 1989, E&PA devoted a significant portion of its re¬ 

sources to preparing congressional testimony and to 

writing reports for congressional committees on a va¬ 

riety of issues including national bank exposure to LDC 

debt; the condition of the Bank Insurnce Fund; im¬ 

plications of European financial integration for U.S. 

banks; national bank involvement in highly leveraged 

transactions; and the savings and loan industry. E&PA 

also provided support on issues of interest to Congress 

and the OCC during consideration of FIRREA. For 

example, it prepared an analysis of proposals to reform 

the deposit insurance system; provided estimates of 

the condition of the bank and thrift insurance funds; 

and analyzed alternative capital standard proposals. 

In 1989, the division substantially contributed to the 

interpretation and implementation of the OCC’s risk- 

based capital standard. E&PA analyzed topics such 

as: the treatment of residential mortgages and 

mortgage-backed securities; intangible assets; the 

tandem leverage ratio; and the risk-weighting of assets 

that carry private insurance In addition, E&PA par¬ 

ticipated in training sessions for OCC examiners and 

staff in Washington and district offices. 

E&PA continued to provide economic and policy 

analyses to senior OCC staff, other OCC divisions, and 

Treasury Department officials on developments affect¬ 

ing the financial services industry In 1989, the division 

prepared studies examining bank powers and deposit 

insurance systems in G-10 countries; assisted in revis¬ 

ing the OCC's bank closure policy; and analyzed pro¬ 

posed changes to the capital regulations for thrifts and 
banks 

In cooperation with other divisions, E&PA staff inves¬ 

tigated possible methods of measuring interest rate 

risk in banks, taught a course on interest rate risk to 



examiners; commented on the off-exchange hybrid 

instrument regulation; analyzed alternative measures 

of foreign exchange risk; and participated in the task 

force on alternative revenue sources for the OCC. 

Industry and Financial Analysis 

The Industry and Financial Analysis (l&FA) Division 

supports bank supervision programs by analyzing the 

financial health of the banking system and by identify¬ 

ing possible sources of systemic risks. These analyses 

are distributed to OCC management, staff, and others 

through a variety of reports, many of which are regularly 

produced. 

Among its regular reports, the division produces quar¬ 

terly evaluations of the condition of national banks. In 

1989, l&FA completed four reports containing results 

from the fourth quarter of 1988 through the third quarter 

of 1989. These reports showed the continuing, but 

modest, improvement in earnings, credit quality, and 

capital at most national banks. They also identified a 
new problem—rising problem real estate loans, espe¬ 

cially in banks in the OCC's Northeastern District—and 

an old problem—the renewal of substantial pro¬ 

visioning for LDC debt by money center banks. These 

reports, which also include banking fact sheets for the 

U.S. and six OCC districts, are printed in the Quarterly 
Journal and are distributed internally and externally. In 

1989, the reports' findings figured prominently in the 
Comptroller’s congressional testimony on the condition 

of the banking system, significant portions of which 

were drafted by l&FA. 

The division also prepares an annual report on the 

condition of the banking system, which is disseminated 

through a fact book and slide presentations given to 

audiences at the OCC, other agencies, congressional 

committees, and the general public. The division’s 

1989 report highlighted significant growth in real estate 

lending, especially commercial real estate lending, 

and increasing consolidation of the U.S. banking indus¬ 

try. At the close of 1988, total real estate loans ex¬ 

ceeded commercial and industrial (C&l) loans for the 

first time; in addition, commercial real estate loans were 

48 percent of all real estate credits in 1988; in 1979 they 

were only 37 percent. The report also documented the 
consolidation of the banking industry by noting the 

substantial decline in independent banks and the cor¬ 

responding increase in holding company banks. The 

total number of banking organizations — independent 

banks, one-bank holding companies, and multibank 

holding companies — fell between 1979 and 1988, 

especially between 1985 and 1988 

As part of its effort to identify and monitor possible 

sources of systemic risks, l&FA held monthly round¬ 

tables at which division staff discussed conditions in 20 

industry groups OCC management and staff received 

the results of these meetings to supplement the quar¬ 

terly reports on the condition of the U.S economy l&FA 

also prepared for internal distribution special reports 

on individual economic sectors, including agriculture, 

automobiles, real estate, and oceanic shipping Finally, 

the division worked on special projects such as a slide 
presentation on consolidation of the U S banking 

system. This presentation, jointly developed with the 

Strategic Planning Division, highlighted implications of 

industry consolidation on OCC staffing needs, as¬ 

sessment income, and supervisory strategies. 

Strategic Planning 

The Strategic Planning Division identifies major issues 

facing the OCC; coordinates development, review, and 

modification of OCC’s Strategic Plan and annual plans; 

facilitates consideration of strategic issues and con¬ 

tingency plans; fosters the integration of long- and 

short-term planning processes; and designs and ad¬ 

ministers programs which coordinate organizational 

goals and priorities. 

In 1989, the division enhanced steps taken in 1988 to 

make the planning process less burdensome and more 

focused. After discussions with senior staff and policy 

group endorsement of use by all planning units in their 

1990 priorities, the division produced planning as¬ 

sumptions and preliminary priorities. It also formulated 

OCC priority objectives, incorporating the OCC’s 

"Principles for Leadership," from individual unit pri¬ 

orities, and provided the information to all employees 

for incorporation into their performance plans 

The division continued to encourage strategic thinking 

at all levels of the organization by identifying strategic 

issues pertinent to long-term or contingency planning, 

conducting meetings with diverse OCC groups, and 
preparing papers and articles on evolving trends In 

one of its major efforts, Strategic Planning, along with 

the Industry and Financial Analysis Division, com¬ 

pleted an analysis of the implications of banking indus¬ 

try consolidation over the next 10 years. 

The division also prepared a submission for the De¬ 

partment of Treasury and the Office of Management 

and Budget (OMB) on OCC’s objectives and resource 

needs over the next 50 years This report was based on 

OCC work force analyses and the division’s ongoing 

research on emerging issues and trends The division 

also continued to work with OCC units to develop better 

measures of work load to support long-term resource 

needs 
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In 1989, Strategic Planning also: 

• Produced an OCC-wide accomplishments re¬ 
port for 1988, 

• Helped make recommendations for improving 

the OCC's time reporting system, which is used 

to monitor resource usage to project resource 
needs; 

• Assisted in development and implementation of 
a long-term work plan; 

• Actively worked with the Management Informa¬ 

tion Systems (MIS) committee and other groups 

to improve the structure, availability, and use of 
MIS systems; 

• Participated in OCC’s long-term revenue study; 

• Outlined a training module based on a survey of 

OCC managers’ needs for training in the OCC’s 
planning process; 

• Provided planning advice and participated in 

long-term planning sessions with other OCC 
units; and, 

• Contributed to OCC’s quality improvement 
process. 

Law Department 

Litigation 

The Litigation Division represents the OCC in court. 

There were two significant judicial decisions involving 

the OCC in 1989. The first resulted from a challenge to 

an OCC opinion letter which concluded that the issu¬ 

ance and sale by national banks of mortgage-backed, 

pass-through certificates is, in substance, a traditional 

banking activity and is not prohibited by the Glass- 

Steagall Act. In Securities Industry Association v. 

Clarke, Nos. 89-6027 and 89-6029 (2d Cir.), the United 

States Court of Appeals for the Second Circuit upheld 

the position taken by the OCC in the opinion letter. 

In so doing, the court reversed the decision of the 

district court and rejected each ground on which the 

district court had relied in its decision. Noting that it was 

bound by Supreme Court precedent to give great 

weight to any reasonable construction of a regulatory 

statute adopted by the agency charged with the en¬ 

forcement of that statute, the court found that the dis¬ 

trict court erred in holding that the certificate vehicle 

converted a legitimate banking activity into the unlawful 

underwriting of securities. The court also noted that, 

contrary to the district court's view, the Glass-Steagall 

Act focuses on the protection of banks and their de¬ 

positors, not on the investing public. The court also 

criticized the district court's reliance on federal securi¬ 

ties statutes in determining whether an instrument is a 

security for Glass-Steagall purposes. Finally, the 

court rejected the district court s view that the pooling 

of mortgages and sale of certificates created “subtle 

hazards not already present in the sale of the mort¬ 
gages themselves 

The other significant case involving the Litigation Divi¬ 

sion resulted from a challenge to two OCC branch 

application approvals in Missouri. The applicants re¬ 

quested OCC to approve the establishment of 

branches outside of the banks' home counties, even 

though Missouri law generally does not permit insti¬ 

tutions chartered under its banking statutes to branch 

outside of their home counties. Missouri law, however, 

authorized Missouri savings and loan associations to 

establish branches without any limitation as to location. 

The OCC approved the applications based on its de¬ 

termination that Missouri savings and loan associations 

are “state banks’’ within the meaning of 12 U.S.C. 36(c) 

and that the Missouri savings and loan branching 

statute permits savings and loans associations to 

branch state-wide. In Independent Bankers Assn, of 
America v. Clarke, No. 89-4027-CV-C-9 (W D. Mo ), 

the United States District Court for the Western District 

of Missouri upheld the OCC’s construction of 12 U.S.C. 

36. The court concluded that Congress intended to 

include within the definition of “state bank" any cor¬ 

poration or institution carrying on the banking business 

regardless of the title a state gives the institution. The 

court concurred in the OCC determination that Missouri 

savings and loan associations are “state banks" within 

the meaning of 12 U.S.C. 36 because they are en¬ 

gaged in the banking business. The court also con¬ 

curred in the OCC’s determination that the Missouri 

savings and loan branching statute permits statewide 

branching “affirmatively and not merely by im¬ 

plication," as required by 12 U.S.C. 36(c)(2), because 

the statute does not contain any limitation as to 
location 



The Litigation Division has also represented the OCC in 
a number of actions for which OCC is still awaiting 

decision, including challenges to OCC opinion letters 

and enforcement actions. 

In 1989, the Litigation Division devoted a large per¬ 

centage of time to advising other divisions of the OCC 

as to the litigation risk associated with proposed ac¬ 

tions, including: the revisions to the insolvency regu¬ 
lation 12 C.F.R 5.49; branch applications in which the 

bank in question would be permitted to branch to the 

same extent as savings and loan associations located 

in the state; use of powers granted to the OCC under 
FIRREA; bank closings that are expected to be con¬ 

tested; and enforcement actions that permit the bank or 

individual against whom the action is taken to go di¬ 

rectly into court. 

As in past years, the Litigation Division devoted a 

considerable amount of time to testimony and docu¬ 

ments production requests under 12 C.F.R. 4.19. 

Enforcement and Compliance 

The Enforcement and Compliance Division, in con¬ 

junction with the districts, is principally responsible for 
recommending administrative actions in appropriate 

cases and for representing the OCC in presenting and 

litigating these actions in administrative hearings and, 

when necessary, in United States courts of appeal and 

district courts. In addition, the division is responsible 

for generally advising senior officials of the agency 

regarding legal issues in connection with the bank 

supervision process. 

During 1989, the OCC issued 118 Commitment Letters, 

22 Memorandums of Understanding, 87 Formal Agree¬ 

ments, 45 Cease and Desist Orders, 14 Removals, and 

129 Civil Money Penalties. 

With respect to the administrative cases it handled, the 

division held 20 prehearing conferences and con¬ 

ducted 5 formal administrative hearings. Three of the 

hearings involved civil money penalties, one involved a 

removal, and one involved both a civil money penalty 

and removal One of the cases has been decided in 

final, two are awaiting a recommended decision from 

the Administrative Law Judge, one is awaiting a final 

agency decision from the Comptroller, and one of the 

cases was settled subsequent to the hearing. 

During the year, the division worked closely with repre¬ 

sentatives of the Department of Justice interagency 

Bank Fraud Working Group (BFWG). This effort in¬ 

cluded significant sharing of information among the 

supervisory agencies and, consistent with the pro¬ 

visions of the Right to Financial Privacy Act, communi¬ 

cation with and criminal referrals made to the Depart¬ 

ment of Justice. The BFWG has had considerable 

success in improving the level of coordination and 
cooperation between the financial institution regulatory 

agencies and the Department of Justice In addition, 

the BFWG has been used as a model for many other 

groups organized at the local level and is being 

expanded to reach each federal jurisdiction 

The BFWG's most recent accomplishments include 

publication of the Bank Fraud Directory, a comprehen¬ 

sive listing of points of contact working at various levels 

in the banking agencies and the law enforcement 

community. The BFWG has also been instrumental in 

promoting a program called "Fast Track," which is 

designed to facilitate the economical and effective 
prosecution of certain financial institution frauds which 

would otherwise escape criminal prosecution. 

In 1988 and 1989, the division detailed an attorney to 

assist a United States Attorney's Office in a major bank 
fraud case resulting from an examination and a criminal 

referral made by the OCC. This effort has resulted in the 

conviction of all of the major perpetrators of the 

scheme, including a former bank president who re¬ 

ceived kickbacks for authorizing illegal loans. 

Congress adopted, as part of FIRREA, virtually all of the 

legislative amendments proposed by the OCC and the 

other financial institution regulatory agencies to 

strengthen the agencies' enforcement powers. These 

changes include: 

• Authorizing the agencies to assess increased 

civil money penalties of up to $1 million per day, 

including penalties for violations of formal 

agreements and conditions imposed in writing; 

• Allowing for the issuance of temporary cease- 

and-desist orders when a bank has incomplete 

or inaccurate books and records; 

• Providing for industry-wide removals; 

• Clarifying the agencies' authority to remove and 
prohibit an individual from participating in a 

bank's affairs after that person has become 

separated from service with the institution, and 

• Strengthening the OCC's authority to place a 

bank in conservatorship. 

In addition, the OCC is participating in a number of 

interagency task forces formed to implement FIRREA s 

requirements in a consistent fashion These task forces 

consider such issues as the development of uniform 

standards for the assessment of civil money penalties; 
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common rules of practice and procedure, a consistent 

format for annual reports of enforcement activities to 

Congress, an interagency pool of administrative law 

judges uniform guidelines for the disclosure of en¬ 

forcement actions; and uniform regulations for the 

agencies disapproval of officers and directors of 
"troubled institutions." 

The offshore shell bank unit of the division worked 

throughout the year with local, national, and inter¬ 

national law enforcement authorities. This included 

providing information and expert testimony. The divi¬ 

sion continued to alert the banking industry to the 

existence of fraudulent and questionable practices in 
this area 

Securities and Corporate Practices 

The Securities and Corporate Practices Division is 

responsible for providing legal advice to the OCC and 

the public on provisions of the federal securities and 

national banking laws, including the Glass-Steagall 

Act, relating to bank securities-related activities, as 

well as provisions of the national banking laws affecting 

capital structure, corporate practices, and collective 

investment activities of national banks. The division 

administers and enforces the federal securities laws 

affecting national banks with publicly traded securities, 

including the Securities Exchange Act of 1934 (Ex¬ 

change Act) and the Comptroller's Securities Ex¬ 

change Act Disclosure Rules, 12 C.F.R. 11. The divi¬ 

sion also administers and enforces the Comptroller's 

Securities Offering Disclosure Rules, 12 C.F.R 16, 

which apply to national banks making public and pri¬ 

vate offers and sales of their securities. Further, the 

division administers the OCC’s enforcement program 

as it relates to national bank violations of the federal 

securities laws applicable to bank municipal and gov¬ 

ernment securities dealers, bank transfer agents, and 

other bank securities activities. The division also en¬ 

forces and provides interpretive advice on the Change 

in Bank Control Act of 1978 (CBCA). Finally, the division 

is responsible for acting as liaison with federal and 

state securities regulatory agencies, including the Se¬ 

curities and Exchange Commission (SEC) 

During 1989. the division was involved in activities and 

projects in all of its major program responsibilities. The 

division continued to provide advice and opinions on 

the securities-related activities of national banks under 

the Glass-Steagall Act and other national banking laws 

he division participated in the Comptroller's decision 

that the sale of mortgage pass-through certificates by 

Security Pacific National Bank did not violate the Glass- 

Steagai Act which was upheld in Securities Industry 
Association v Clarke 885 F 2d 1034 (2d Cir 1989) 

The division also prepared interpretive opinions deal¬ 

ing with the CBCA, indemnification of directors, trans¬ 

fer agent recordkeeping requirements, directors' qual¬ 

ifying shares, the indirect sale of bank stock, fiduciary 

duties of bank trustees, and shareholder approval of 
serial or blank stock features. 

The division participated in the June 2, 1989, Decision 

of the Comptroller of the Currency on the Application of 

Metro National Bank, Colorado to Perform a Reverse 

Stock Split (Metro Decision). The Metro decision was 

issued subsequent to a federal district court opinion 

which held that the OCC's approval without detailed 

statutory explanation of a similar reverse stock split 

proposal was in excess of its statutory authority and not 

in accordance with law. See Bloomington National 
Bank v. Teller, 699 F Supp. 190 (S.D Ind. 1988) 

(Bloomington). In the Metro decision, the OCC took the 

position that the Bloomington holding was in error, and 

it provided a comprehensive analysis of the legal basis 

for the OCC's approval of the reverse stock split trans¬ 
action. 

During 1989, the division continued to review offering 

circulars, abbreviated information statements, notices 

of nonpublic offering, registration statements, annual 

and special meeting proxy materials, tender offer and 

beneficial ownership materials, periodic reports, and 

other reports required to be filed with the OCC pursuant 

to the Comptroller’s securities disclosure rules and 

merger application procedures. The division partici¬ 

pated in the review of securities disclosure documents 

relating to the formation of a “liquidating bank” with the 

sole function of liquidating the problem assets of the 
holding company’s subsidiary bank. 

The division conducted an investigation of national 

banks that accepted product discounts from a man¬ 

agement investment firm contingent on the banks’ in¬ 

vestment of trust assets in funds sponsored by that 

firm. Based on the investigation, the division prepared 

Banking Circular 233, dated February 3, 1989, advis¬ 

ing national banks that such practices breached their 

fiduciary duties and OCC regulations. The national 

banks investigated by the OCC discontinued accept¬ 

ing the discounts, paid trust customers the amounts of 

the discounts, and advised customers of the reason for 
the reimbursement. 

In the securities enforcement area, the division pur¬ 

sued several enforcement proceedings during 1989 

For example, the OCC entered into a formal agreement 

with a national bank because it failed to implement 

internal controls to ensure that the conduct of its mu¬ 

nicipal securities dealer department complied with 

federal securities laws The division also conducted 
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Advisory matters formal investigations and informal inquiries into pos¬ 

sible violations of the federal banking and securities 
laws by national banks and persons participating in the 

conduct of affairs of national banks. Such ongoing 
formal investigations include an investigation into alle¬ 

gations of Municipal Securities Rulemaking Board rule 

violations by a national bank's municipal securities 
dealer department and an investigation into allegations 

of Exchange Act violations involving a national bank's 

transfer agent activities. 

Another enforcement proceeding brought jointly by the 

division and the Enforcement and Compliance Division 

involved alleged violations of national banking and 

federal securities laws. In this proceeding, the former 

president and chairman of the board of a national bank 

consented to the issuance of a personal cease and 

desist order and a civil money penalty. 

The division also made referrals to the SEC involving 

possible violations of the securities laws and regu¬ 
lations. Further, the division participated in the con¬ 

sideration and approval of SEC and state securities 

regulators access requests 

During 1989, the division continued developing pro¬ 

posed revisions to regulations relating to national bank 

securities activities. Such proposed revisions include 

significant revisions to the OCC’s offering disclosure 

regulations and its collective investment fund regu¬ 

lations. 

Legal Advisory Services 

The Legal Advisory Services Division (LASD) provides 

legal advice and opinions to the examining, policy, and 

administrative divisions of the OCC, its district and field 

offices, national banks, attorneys, and the public. In 
1989, the division was restructured to better carry out 

its role in the OCC. LASD now is divided into three 

practice groups. Each group is responsible generally 

for all questions arising from specific districts and 

banks within those districts. For matters not arising 

from specific banks or OCC districts, the practice 

groups retain responsibility for specific subject areas. 

During 1989, the division provided legal advice regard¬ 

ing financial products and services offered by national 

banks and the customer markets they serve. It also 

rendered legal advice relating to various corporate 

transactions and to the assistance of troubled and 

failing institutions. In addition, it participated in the 

drafting of several important regulations, either as pro¬ 

posals for comment or as final rules. The division 

worked on the following significant projects in 1989 

• Legal assistance and support in the analysis of 
the provisions of FIRREA dealing with the estab¬ 

lishment of bridge banks, the appointment of 

conservators for national banks, the con¬ 

solidation and merger of savings associations 

with commercial banks, and the conversion of 

savings associations to national banks 

• Numerous cross-county branch applications 

filed with OCC as a result of the previously 
approved Deposit Guaranty decision, including 

approvals issued in Missouri, Wisconsin, and 

Kansas. 

• Acquisition of the insolvent Texas banking sub¬ 

sidiaries of MCorp by Bank One Corporation, 

including creation of the bridge bank through 

which Bank One’s federally assisted acquisition 

occurred. 

• Proposed acquisition of the insolvent Texas 

banking subsidiaries of Texas American Banc- 

shares, Inc. by Deposit Guaranty Corporation, 

including creation of the bridge bank through 

which Deposit Guaranty’s federally assisted 

acquisition occurred. 

• Proposed acquisition by Equimark Corporation 

of the Texas banking subsidiaries of National 

Bancshares Corporation of Texas in a federally 

assisted acquisition transaction. 

• Proposed establishment by Premier Bancorp. 

Inc., of a distributive national bank created 
under circumstances not involving a federally 

assisted acquisition 

• Purchase and assumption by NCNB Texas Na¬ 

tional Bank of certain of the assets and liabilities 

of the former University Federal Savings Asso¬ 

ciation, Houston, Texas. 

• Purchase and assumption by national banks of 

certain of the assets and liabilities of the former 

thrifts. 

• Authorization of a bank operating subsidiary to 

act as a Futures Commission Merchant for cus¬ 

tomers for futures and options on nonfinancial 
commodities (such as agricultural or oil 

futures). 

• Addressing the relationship between federal 

and state law in the sale of certain banking- 

related products 
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Permitting various bank messenger operations 
for financial institutions 

Permitting banks to broker futures and options 
relating to commodities. 

• Reviewing the amount and type of life insurance 

appropriate for banks seeking to fund deferred 

compensation plans for bank officers or di¬ 
rectors. 

New regulations 

• Amendment to 12 C.F.R. 5.49 concerning the 

grounds for national bank insolvency under 12 
U.S.C. 191. 

• Amendment to 12 C.F.R. 21, OCC's minimum 

security devices regulation, streamlining man¬ 

datory security requirements in light of im¬ 

provements in security technology. 

• Amendment to 12 C.F.R. 32, OCC's lending 

limit regulation, adding provisions addressing 

the treatment of foreign government loans that 
are restructured. 

• Proposed amendment to 12 C.F.R. 3, OCC’s 

minimum capital ratio regulation, incorporating 

the new definitions of capital to be consistent 
with the risk-based capital standards. 

• Proposed amendment to 12 C.F.R. 32 amend¬ 

ing the definition of "contractual commitment to 
advance funds." 

• Proposed amendment to 12 C.F.R. 32 compre¬ 

hensively considering loans to one borrower 
under 12 U.S.C. 84 

• Proposed amendment to 12 C.F.R 5, OCC’s 

rules governing corporate activities, to set forth 

by regulation OCC's policy on conditional ap¬ 

provals of proposed activities, to establish no¬ 

tification requirements for planned equity in¬ 

vestments, and to establish time frames for 

consummation of conversions, changes in 

equity capital, and issuances of subordinated 
debt after grant of preliminary approval 

• Proposed amendment to 12 C.F.R. 7.3400 in¬ 

terpreting national banks' lease financing 

authority under 12 U S C 24(10) and amending 

this ruling relating to lease financing trans¬ 
actions 

• Proposed amendment to 12 C F R 4, OCC's 

Freedom of Information Act regulation, con¬ 

cerning its exemption for law enforcement 
records. 

Paralegal unit 

The division s paralegal specialists continued to pro¬ 

vide valuable services in the consumer and other 

areas. This included reviewing and responding to con¬ 

sumer complaints relating to national banks and pro¬ 

viding assistance to the attorneys within the Law De¬ 

partment. The paralegal unit also coordinated the 

statutory updates for inclusion in the Comptroller's 
Manual for National Banks. During 1989, the unit re¬ 

ceived 745 consumer complaints and closed 769 com¬ 
plaints. 

Legislative and Regulatory Analysis 

The Legislative and Regulatory Analysis Division 

(LRAD) has four basic functions. It provides legal ad¬ 

vice to OCC officials on pending legislation that may 

affect the OCC or the national banking system; it acts 

as counsel to the Comptroller in agency administrative 

enforcement proceedings; it administers OCC’s ethics 

program; and it analyzes OCC regulations and policies 

for compliance with various legal requirements im¬ 
posed by statutes and Executive Orders. 

In the legislative area, LRAD attorneys drafted and 

analyzed pending legislation, prepared briefing mate¬ 

rials, participated in the formulation of the agency's 

position on legislation, and assisted in the preparation 

of the Comptroller’s testimony before Congress. Al¬ 

though LRAD s legislative efforts in 1989 covered many 

topics, they concentrated extensively on FIRREA. 

which became law in August 1989. Following passage 

of FIRREA, LRAD representatives made presentations 

to familiarize the rest of the agency with the law's 
provisions. 

LRAD attorneys also monitored pending legislation on 
the following topics; 

• Consumer issues, including Community Re¬ 

investment Act disclosure, government check 

cashing/basic banking, flood insurance, Fair 
Credit Reporting, Truth in Lending, Truth in 

Savings, accountability of mortgage lenders, 

and escrow account disclosure to mortgagors; 

• International lending, including LDC debt, risk 

assessment and reserves, South African sanc¬ 

tions, national treatment, and drug trafficking, 

Securities/bank powers, including securities 

markets stablization, enforcement of securities 



laws, financial services industry restructuring, 

and prohibiting sales of securities; and, 

• Miscellaneous issues, including administrative 

law judge corps revisions, Freedom of Informa¬ 

tion Act amendments, and management inter¬ 

locks proposals. 

As counsel to the Comptroller in administrative en¬ 

forcement proceedings, LRAD attorneys advised the 
Comptroller and drafted orders in connection with vari¬ 

ous motions, and drafted nine final decisions in cease 

and desist and civil money penalty actions, and in a 

trust revocation case. They also prepared memoranda 

on Administrative Procedure Act issues related to the 

decisions. In addition, LRAD staff conducted prepara¬ 

tions to make the Comptroller’s past decisions avail¬ 

able to the public. 

During 1989, LRAD provided assistance in the de¬ 

velopment of 16 Federal Register rulemakings and 

notices. A final rule establishing OCC's risk-based 

capital guidelines (12 C.F.R. 3); an interagency policy 

statement on the Community Reinvestment Act; a pro¬ 

posal to amend OCC’s Rules of Practice and Pro¬ 

cedure (12 C.F.R. 19); a proposal and a final rule 

amending OCC’s Rules, Policies, and Procedures for 

Corporate Activities; Receivership and Conservator- 

ship ("equity insolvency") (12 C.F.R 5.49); a proposal 

to substantially revise the National Bank Lending Limit 

regulation (12 C.F.R. 32), and a proposal on payment of 

dividends by national banks (12 C.F.R 5) were among 

the most noteworthy. 

At the end of 1989, there were about 31 rulemakings 
under development, including a final rule clarifying 

OCC’s authority to impose conditions on acquisitions of 

an operating subsidiary and interests in nonbank de¬ 

pository institutions (12 C.F.R. 5); a proposal to require 

certain national banks to obtain approval before add¬ 

ing a new senior executive officer or director; a final rule 

amending OCC’s Rules of Practice and Procedure (12 

C.F.R. 19); and a proposal on real estate appraisals. 

Several rulemakings under consideration stemmed 

from enactment of FIRREA. 

The division also prepared the annual Information Col¬ 

lection Budget and the Semiannual Agenda of Regu¬ 

latory Actions. 

LRAD is responsible for the administration of OCC’s 

Conflict of Interest Policies and the Treasury Depart¬ 

ment Minimum Standards of Conduct. In this con¬ 

nection, LRAD reviews all Confidential Statements of 

Employment and Financial Interests filed by 

Washington-based personnel. The division also pro¬ 

motes compliance with ethics standards. 
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The Shared National Credit Program: Results 
of the 1989 Review 
The Shared National Credit program was created in the 

mid-1970s by the Office of the Comptroller of the Cur¬ 

rency (OCC), the Board of Governors of the Federal 

Reserve System, and the Federal Deposit Insurance 

Corporation (FDIC) to maintain consistent treatment of 

credits at financial institutions, to identify systemic 

risks, and to allocate examination resources efficiently. 

Shared national credits (SNCs) are loans $20 million or 

more that are shared by two or more institutions. This 

program is extensive: it includes SNCs in institutions 
with assets of $300 million or more, including com¬ 

mercial banks, bank holding companies, and federal 

branches and agencies of foreign banks. Each spring, 

the three federal bank regulatory agencies participate 

in a joint program to evaluate SNCs. 

The OCC contributed 80 review teams at 110 locations 

to perform the SNC examinations in the 1989 program; 

the teams included 400 OCC examiners, who worked 

6.686 workdays and reviewed more than 2,600 credits 

that totaled $329 billion. 

The 1989 review gathered more information than in 

previous years. Information on the purpose of the indi¬ 

vidual loans was added to the SNC database. The 

additional material enables regulators to more readily 

monitor and respond to trends or potential problems 

with SNC credits For example, this new data allowed 

the agencies to determine the level of highly leveraged 

transactions (HLTs) in the SNC portfolio, both in abso¬ 

lute terms and as a percentage of classified and criti¬ 

cized assets 

In 1989, the SNC portfolio contained 5,200 credits 
totaling $695 billion (including commitments), $114 

billion more than in 1988 This 20 percent increase was 

a 48 percent increase from 1987 levels. Since 1977, the 

value of SNCs reviewed has increased tenfold, from 

$65 billion in 1977 to $695 billion in 1989, and the 

average dollar amount per credit has doubled, from 

$65 million to $134 million. 

Despite the growth in the portfolio, total classified SNCs 

declined by $600 million between 1988 and 1989 The 

1989 classified level was only 3 3 percent of the port¬ 

folio. Criticized credits in the SNC portfolio have also 

declined, dropping from 8.5 percent in 1987 to 6 8 

percent in 1989 

Classified and Criticized SNCs 

(dollars in billions) 

1987 1988 1989 

Total SNCs $471 $581 $695 

Total classified* $ 26 $ 24 $ 23 

Total criticized** 

Classified as a 

$ 40 $ 43 $ 47 

percent of total 

SNCs 5.6 4.1 3.3 

Criticized as a 

percent of total 

SNCs 8.5 7.1 6.8 

Although the proportion of criticized SNC loans in the 

portfolio has declined, criticized loans increased by $4 

billion in 1989. Most of this increase was in HLT credits, 

which were criticized for the first time. While FILTs 

represent 25 percent of the total SNC portfolio, criti¬ 

cized FILTs make up a disproportionate 36 percent of 

criticized SNCs. 

The mix of criticized loans has changed over the last 

three years. The proportion of loans classified sub¬ 

standard, doubtful, and loss has declined, while those 

rated especially mentioned have increased 

Distribution of Criticized SNCs 

(percent of criticized) 

1987 1988 1989 

Especially mentioned 34 44 50 

Substandard 49 42 40 

Doubtful 13 10 8 

Loss 4 4 2 

100 100 100 

Shared National Credits by OCC District 

National banks held $279 billion of the SNCs. or 40 

percent of the portfolio Among OCC’s districts, the 

Northeastern District banks had the largest share (de¬ 

termined by agent bank), 45 percent, followed by the 

‘Classified loans refer to credits rated substandard doubtful and 
"loss " 
“Criticized loans include classified loans and loans rated especially 
mentioned " 
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Central and Western districts SNCs represented ap¬ 

proximately 19 percent of national banks' gross loans 

and commitments SNCs as a percent of total loans and 

commitments ranged from 8 percent in the South¬ 

eastern District to 24 percent in the Northeastern Dis¬ 

trict Criticized SNCs at national banks totaled $22 

billion in 1989, this amount represents 16 percent of the 

primary capital of national banks and 8 percent of 

national banks shared credits. Approximately one-half 

of national banks' SNC criticized assets were located in 

the Northeastern District, which cooresponds to that 

district's overall share of the SNC portfolio. 

1989 Shared National Credits by District 

(dollars in billions) 

District Total (Percent) Criticized (Percent) 

Northeastern $126 (45) $10.6 (48) 
Southeastern $17 (6) $.9 (4) 
Central $53 (19) $3.3 (15) 
Midwestern $8 (3) $.7 (3) 
Southwestern $21 (8) $2.3 (10) 
Western 

All national 
$53 (19) $4.5 (20) 

banks $279 (100) $22.3 (100) 

Industry Exposures 

The largest exposures to individual industries in the 

SNC portfolio were in finance companies, utilities, real 

estate, communications, and oil and gas extraction. 

The 1989 SNC portfolio saw the third year's increase in 

exposure to the real estate industry, as well as an 

increase in the percent of criticized real estate SNCs 

The portfolio saw reduced exposures to the oil and gas 

extraction industries, which declined from 7 percent of 

the portfolio in 1987 to 4 percent in 1989 The pro¬ 

portion of oil and gas SNCs criticized also declined, 

from 24 percent to 10 percent during that period. 

Five Largest Industry Exposures 

Number 

Dollar 

amount Percent Percent 

of loans (billions) of SNC criticized 

Real estate 709 $51 7 15 
Finance companies 276 $59 9 1 
Utilities 393 $53 8 7 

Communications 260 $37 5 5 
Oil/gas extraction 165 $27 4 10 

Industry Exposures — Three-year Trend 

Percent of all SNCs Percent criticized 
1987 1988 1989 1987 1988 1989 

Real estate 64 7.1 7.3 100 12 2 15 
Finance companies 8.5 93 8.5 2.5 1 9 1 
Utilities 9.1 8.1 7.6 116 12 8 7 

Communications 4 2 4 8 5.3 5.0 36 5 
Oil/gas extraction 

Noel A Cain 
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7.2 5.9 39 23 5 176 10 



Defining the Secondary Market for LDC Debt 

At the beginning of the 1990s, the developing country 

debt problem remains a factor in international eco¬ 

nomic relations.* From 1982 to 1989, total external debt 

of the developing countries (LDCs) rose from $839 

billion to $1.29 trillion.1 This ongoing asset quality prob¬ 

lem for commercial banks has been the impetus for one 

of the less understood offshoots of the debt crisis: the 

emergence of a “secondary market” for developing 

country debt. This paper defines and examines the 

secondary market for LDC debt and considers whether 

the market is a reliable indicator of the true value of debt 

paper for developing countries. 

The Secondary Market Defined 

The secondary market arose as a market response to 

the debt crisis. In the pre-Baker Plan years (August 

1982-October 1985), creditor and debtor nations 

grappled with the crisis in an ad hoc manner. Capital 

markets and commercial banks adjusted, creating 

what has come to be known as the secondary market.2 

Simply put, the secondary market is where developing 

country debt (which is an asset) is traded at a discount. 

The developing country secondary market has four 

major components: debt-for-cash transactions; debt 

swaps (loan trading); debt-for-equity (debt-equity) 

conversions; and debt repurchases (buy-backs). 

Although the first debt swap deals were pioneered in 

early 1983, large volume trading on the LDC secondary 

market did not begin until 1984. The secondary market 

for all transactions grew from $2 billion in 1984, ap¬ 

pears to have peaked in 1988 at $50 billion, and de¬ 

clined to an estimated $40 billion in 1989. 

Banks and financial firms usually engage in debt-for- 

cash transactions for two reasons: to facilitate an exit 

strategy or for speculation. The former strategy was 

pursued by many U S. regional banks in 1988 to "clean 

the books," or rid the portfolio of troubled developing 
country assets. The selling of such assets at a "loss” or 

"discount” obviously raises the question of fair value. 

By implication, the selling of troubled assets at a loss 

indicates that commercial banks recognize that face 

value is not fair value but they are nevertheless willing 

to take what the market will offer. Banks also engage in 

debt-for-cash transactions for speculative reasons, 

eg., they buy developing country debt and try to sell it 

later a higher price. Although a number of banks are 

•This paper is an abstract of a briefing given by the author to senior 

staff of the Office of the Comptroller of the Currency in the latter part of 

1989 The views expressed are solely those of the author and do not 

necessarily represent the views of the OCC 

involved in speculation, the market is relatively small 

and figures are difficult to obtain 

The second component of the secondary market, debt 

swaps, usually involve bank-to-bank transactions Ac¬ 

cording to Richard A. Weinert of Multinational Strateg¬ 

ies, Inc., debt swapping "enables private banks to 

readjust their portfolios by shuffling loans around, 

much as children trade baseball cards."3 Debt swaps 

do not reduce debt, but holders of debt can sometimes 

position themselves for eventual debt reduction trans¬ 

actions by utilizing "fronts," or intermediaries who swap 

or buy on the secondary market for holders of debt for a 

fee. 

In contrast to debt swaps, debt-equity conversions and 

debt repurchases retire debt. Debt-equity conversions 

have been an increasing source of foreign investment 

for the developing countries. Bank and other investors 

can purchase non-local currency loans of a particular 

debtor, and subsequently exchange these loans for 

equity investments in the country. A debt-equity swap 

may be described as follows: "A domestic or foreign 

group of investors or a corporation buys the debt of a 

country at a discount; they then present these claims to 

the central bank of the country, which buys the debt 

back in local currency at full value or at a slight dis¬ 

count, qivinq the investors a substantial exchange 

subsidy.”4 

Debt repurchases, which involve the purchase by a 

debtor country of its own debt at a discount, usually 

occur only after the debtor country and its creditors 

agree that such a transaction can be made This is 
because loan documentation typically prohibits debtor 

repurchases or prepayment at a discount Thus, a 

waiver on rescheduling agreements is normally 

required 

Despite varying estimates about the size of the market 

volume and value traded, we do know that the sec¬ 
ondary market increased each year until 1989. thereby 

representing a current and ongoing value system This 

increase only roughly reflects market conditions which 

are an amorphus amalgamation of the motives of 

sellers and buyers in the market rather than a direct 

pricing of the prospects for the ultimate collectibility of 

the debt being traded Yet the underlying motive for the 

market remains: some developing country debt is not 

worth its face value and can be traded at a discount 

The discount, in turn, depends on a number of vari¬ 

ables, ranging from the political and economic climate 

of a particular country, to the dumping of commercial 
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bank developing country portfolios on the secondary 

market, to changes in interest rates 

Secondary Market Trading in Developing Country Debt 

1984-1989 

(US dollars in millions) 

Year 
Country 

Debt 
Conversions'3 

1984 1985 1986 1987 1988 1989a 

Argentina 31 469 35 1,330 500 
Brazil 731 537 176 1 800 9.175 4,000 
Bolivia 1 349 20 
Chile 11 313 987 1,983 2,905 2.000 
Costa Rica — 7 146 17 10 
Ecuador — — — 125 258 
Honduras — — 6 11 
Jamaica — — 2 100 
Mexico — 769 1.023 3 804 6 670 6.000 
Nigeria — — — — 95 200 
Peru — — — 15 
Philippines — — 43 287 806 300 
Sudan — _ _ 1 
Uruguay — — _ _ 97 
Venezuela — — _ _ 477 
Yugoslavia — — _ 50 
Zambia — _ 3 
Other — — — — 750 
Total 773 2,088 2,236 8,188 22,358 13,780 
All trans c 2,000 4,000 7,000 12,000 50,000 40,000 

— not available 
^January through June 1989 

Debt for equity and domestic debt swaps and debt repurchases, 
i e transactions that convert external debt claims on the debtor 
country to another form 

Debt swaps, all transactions including interbank transactions, in¬ 
cluded as estimates 
Source World Bank Debt Tables, 1989-90, p 15 

Secondary Market Characteristics 

Assessing the secondary market for developing coun¬ 

try debt is difficult because it is difficult to track the 

volume of debt traded. For example, a survey of major 

traders conducted by LatinFmance in March 1989 

included estimates of secondary market trading rang¬ 

ing from $30 billion to over $50 billion.5 Assessing size 

is also difficult because different markets for different 

types of paper exist, such as markets for trade finance 

paper, bonds, interbank lines, and medium- to long¬ 

term debt paper, and each market has its own pricings. 

Also, not all troubled developing country debt is avail¬ 

able for trading Finally, buyers come from different 

home country tax regimes which often dictate what is 

bought and sold Although there is no "average" size of 

a deal, some traders indicate that a sizable amount of 
trading is done in blocks of $5 million 

Despite these uncertainties, a number of trends can be 

dentified in the operation of the secondary market in 

arid 1989 Although Salomon Brothers regularly 

vs between 25 and 29 countries on the developing 
'/t'/'U j secondary market, large volume trading is with 

a small group of countries Argentina, Brazil, Chile, 

Mexico, and Venezuela. These five countries ac¬ 

counted for some 90 percent of the debt conversion 

turnovers recorded in 1987, 1988, and 1989 6 Second, 

although the market is volatile, it is not as unpre¬ 

dictable as the commodities market, which often suf¬ 

fers from massive price swings. Instead, there has 

been a steady decline in the secondary market prices 

since June 1987, improving briefly only after a March 

1989 speech given by Secretary of Treasury Nicholas 

F Brady. A third characteristic of the market is “risk 

contamination," a phenomena in which prices of cer¬ 

tain countries fall because of their respective prob¬ 

lems, resulting in a downward price pressure spread 
through the entire market. 

Colombia can be cited as an example of risk con¬ 

tamination. Although it has undergone a successful 

adjustment without the need to reschedule its external 

debt, discounts on Colombian debt fell with the rest of 

developing country debt in 1987 and 1988 Thus, 

prices on the secondary market do not always properly 

reflect the economic fundamentals that differentiate 

one debtor country's payment record and repayment 
prospects from another’s. 

Secondary Market Prices of Developing Country Loans 

(Bid prices in US cents per dollar of nominal value) 

Country 
June June Sept Sept Feb 
1986 1987 1988 1989 1990 

Argentina 64 0 47 0 21 75 18 25 11 75 
Bolivia 6 0 9 0 100 11.00 11 00 
Brazil 75 0 61 0 46 25 27 75 28 75 
Chile 66 0 69 0 59 50 61 00 63 50 
Colombia NA NA 66 50 64 25 59 75 
Cote d' Ivoire 74 0 62 00 26 50 6 00 6 00 
Ecuador 63 50 49 00 46 75 16 00 14 50 
Mexico 60 00 56 00 46 75 40 75 38 75 
Morocco NA NA NA 45 00 37 00 
Nigeria 55 00 29 00 27 00 28 25 29 00 
Philippines 59 00 69 00 52 50 50 00 48 75 
Poland 42 75 44 00 40 00 33 00 16 50 
Romania NA NA 87 00 Gone 
Venezuela 7600 70 00 51 00 40 25 35 25 
Yugoslavia 79 00 75 00 47 00 54 00 54 59 

Source World Bank except for September 1989 data which is from 
Salomon Brothers 
Note: NA means not available 

The secondary market for developing country loans is 

becoming increasingly competitive In 1988, the mar¬ 

ket was driven by U S. regional and European banks 

either selling their developing country portfolios or 

swapping assets The volume was heavy and it was a 

broker's market in which considerable fee income was 

generated In 1989, the volume of trading was not as 

high Most regional banks in the United States already 
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had exited from the market while other participants in 

the market had rearranged their portfolios. The soften¬ 

ing of the market is exemplified by Security Pacific’s 

April 1989 announcement that it was closing its LDC 

asset trading operation in New York because it had 

achieved its goal of swapping its portfolio. Sig¬ 

nificantly, the bank also announced that “this market 
was not one which would grow in the long term."7 Some 

of the smaller players in the secondary market appear 

to believe that the market is likely to be less profitable in 

the future as the volume of debt being traded shrinks. 

Part of the reason for Security Pacific’s withdrawal 

apears to be that most market activity involved the 

churning of loans to make small trading profits. 

Debt buy-backs and more debt conversion instru¬ 

ments are central planks of the Bush administration's 

new debt strategy announced at Bretton Woods in 
March 1989. Although the market took a “deep breath” 

in its wait for a "Brady deal with Mexico,” the advance¬ 

ment of new instruments by Mexico such as low fixed- 

rate face value exit bonds has created anticipation of 

more to follow, thereby expanding the scope of the 

secondary market and setting the new price standard. 

Some of the larger and more established players, who 

are increasingly dominating the market with substantial 

stocks of debt, appear to hold this view.8 The market 

also appears to be concentrating on two new areas — 

securitization and arbitrage/speculation. Some traders 

believe these areas will continue to expand in the 

market because they are largely fueled by investors 

seeking new areas of business activity, such as insti¬ 

tutional investors or investors currently operating in the 

junk bond market. 

Marking to Market 

Because the secondary market for developing country 

debt has certain identifiable characteristics, some ob¬ 

servers argue that the debt should be “marked to 

market." They believe that the secondary market price 

represents a "fair and true value" of developing coun¬ 

try debt, and regulators should require commercial 

banks to maintain allocated transfer risk reserves 

(ATRRs) reflecting this fair market value. Four account¬ 

ing concerns, however, must be considered before fair 

market value can be defined: 

• Market value provides the best indication of fair 

value when there is an established market with 

adequate depth and liquidity; 

• Selling prices in that market will assist in deter¬ 

mining fair value when a market exists for similar 

assets; 

• The present value of the expected cash flows 

associated with the asset should be taken into 

account when no liquid market for the asset 

exists; and, 

• When there is no material difference between 

the current net book value of an asset and its 

present value, current book value may be taken 

as a reasonable estimate of fair value.9 

The lack of liquidity in the developing country sec¬ 

ondary market and the imperfections caused by differ¬ 

ing regulatory enviornments also means that indicative 

market prices provided by brokers are not usually 

considered by bank management as a reliable guide to 

fair value. Secondary market traders and those fol¬ 

lowing the market argue that while the secondary mar¬ 

ket can be used as a rough indicator of prices, it is not 

accurate. Furthermore, since there are different types 

of debt, it is difficult to identify which debt paper would 

be used to mark to market: would one mark to market 

the higher priced trade paper or bonds or lower priced 

rescheduled paper? Also, if foreign paper is marked to 

market on a regular basis, consistency would seem to 

dictate that similar treatment must be afforded to mu¬ 

nicipal bonds and other domestic paper not worth 

actual face value. Additionally, the market does not 

differentiate among a number of debtor countries with 

significantly different debt service capacities in its sec¬ 

ondary market discounts. Finally, if a large number of 

banks do not allow their portfolios to be traded on the 

secondary market, the market will remain thin. Today, 

many banks remain aloof from the market, apparently 

hoping to eventually get a full return on the debt 

Summary Conclusions 

Although imperfect, the secondary market has helped 

the debt crisis by facilitating a limited amount of net 

debt reduction and by allowing banks to adjust their 

portfolios. This view is held by the World Bank, which 

has indicated that "[w]hile debt-equity swaps and 

other market techniques have already contributed to 

reducing some of the debt burden in several countries 

— in Chile’s case significantly — the secondary mar¬ 

ket's actual contribution may have been over¬ 

estimated."10 Indeed, secondary market activity ac¬ 

counted for a net reduction of only 1.7 percent of the 

debt outstanding of the 17 most heavily indebted coun¬ 

tries in 1987.11 

The secondary market, therefore, has had little impact 

on debt reduction except for a few cases such as Chile 

and Brazil Nevertheless, it is likely to be a factor in the 

debt crisis into the 1990s, even though the benefits for 

the large number of debtor countries are limited These 

limitations are linked, in part, to commercial bank exit 

strategies, market concentration, and the ability of 
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debtor countries to make their environment for foreign 

investment more attractive The secondary market 

alone will not solve the debt crisis, nor is it a proxy for 

the true market value of developing country debt. It 

can however, facilitate debt reduction transactions for 

a limited number of debtor countries willing to use the 

market to attract foreign investment while reducing 
their extensive debt burdens 

Scott B MacDonald 

International Economic Advisor 

International Banking and Finance 
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Special Supervision and Enforcement Activities 

OCC Special Supervision Division personnel in Wash¬ 

ington and the six district offices are the focal point for 

community banks which require increased supervisory 

attention. 

The Enforcement and Compliance Division of the Law 

Department, together with district counsel, is prin¬ 

cipally responsible for representing the office in pre¬ 

senting and litigating administrative actions. 

Because the OCC often initiates enforcement actions 
against banks requiring special supervision, the two 

divisions work together closely The following provides 

information on national bank failures, and summarizes 

enforcement actions taken during 1989. 

Problem Banks By District 

Problem National Banks 

Although the number of problem national banks is 

lower than at the end of 1988, the number has been 

relatively constant since 1986. (Banks are assigned 

ratings on a scale of 1 to 5; banks in the most critical 

condition are rated 5.) The majority of problem national 

banks are located in the economically depressed 

southwestern United States. The OCC’s Southwestern 

District has approximately 72 percent of the nation's 

problem national banks. The number of problem banks 

in the remainder of the country declined from 95 to 87 

during 1989. 

National Bank Failures 

National bank failures have increased steadily since 

1983. The overall number of critical banks and resulting 

failures during 1989 reached a new high Sixty-eight 

community national banks failed during 1989 Twenty 

MCorp subsidiaries, and 22 subsidiaries of Texas 
American Bank Corporation failed, bringing the num¬ 

ber of national bank failures to a post-Depression rec¬ 

ord. The 206 total bank failures in 1989 is another 
post-Depression record. 

National Bank Failures 

Problem National Bank 
Historical Trend Line 

•82 *83 ’84 ’85 86 '87 '88 '89 

Source 

4 and 5 Rated Banks 

Special Supervision 

300 

teo 

1*0 

1982 »984 1986 1988 • 

1983 1 98 i> 1987 1989 •• 
• IncludM 3 t F• r «t Bspublic Corp Subiid'On#* 
• • Includes 20 MCorp Subi'dione* A 22 Te«os Amtricon Bonb Subaldlorles 

Source Special Supervision 

The failure of the MCorp and Texas American Bank 

Corporation subsidiaries also affected the statistics on 

size of failed national banks Before 1988. most failed 

national banks had less than $25 million in total assets 
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In 1988 and 1989 national bank failures were more 
evenly distributed by asset size In 1989, an equal 
number of failures occurred in banks with $100 million 
to $1 billion in total assets as those with $25 - 50 million 
in total assets 

Failed National Banks 
By Asset Size 

40 T «. 
-T_ asset size 

'85 '86 8/ 88 R9 

Sourer Spec in I Supervision 

Nearly all national bank failures were in the OCC’s 
Southwestern District, since most problem banks are 
located in that area Texas had nearly all the national 
bank failures (88); Oklahoma had the next highest total 
(6). 

National Bank Failures 
By District — 1989 

Source Special Supervision 

Enforcement Actions 

The Financial Institutions Reform, Recovery and En¬ 
forcement Act of 1989 (FIRREA) requires the OCC to 
publish and make available to the public any final 
cease and desist orders issued This publication may 
be delayed if it would seriously threaten the safety or 
soundness of the bank In making an administrative 
act'on public, the OCC would generally weigh the 
benefits of educating the public, protecting the bank's 
customers and preventing future problems against the 
potential for harm caused by public disclosure 

The number of new administrative actions taken in 
1989 is at a higher level than the past two years 
Although the total number of new problem banks has 
slightly declined, the number of new problem banks in 
the OCC's Northeastern District has almost doubled in 
the past year. 

Memorandums Of Understanding 

Source Districts 

Formal Agreements 

Source Districts 

Orders To Cease And Desist 
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Civil Money Penalties 
Notices Of Assessment Served Also, some supervisory problems that previously would 

have been handled through administrative action were 

handled less formally. An example is a signed com¬ 

mitment letter which represents a pledge by the board 

of directors to take corrective action to address prob¬ 

lems cited. 

Commitment Letters 

1984 1985 1986 1987 

Commitment Letters Were First Used in 1986 

1988 1989 

Source Special Supervision 

Several of the OCC's recent enforcement cases are 

described below These cases have been chosen be¬ 

cause they represent the types of actions taken by the 

OCC in response to serious violations of law, insider 

abuse, or unsafe and unsound conduct which sig¬ 

nificantly affected the condition of the bank 

The OCC is occasionally compelled to order the re¬ 

moval from banking of bank officers and directors who 

have violated the law and/or acted in an unsafe and 

unsound manner. Fourteen orders of removal were 

issued in 1989, this is a significant decrease from the 

previous three years. 

Orders Of Removal 

1984 1985 1986 1987 1988 1989 

Sourer Chief Counsel 

A civil money penalty can effectively deter, or en¬ 

courage correction of violations of laws, regulations, 

and cease and desist orders. Such a penalty may deter 

similar violations both by the persons against whom the 

penalties were assessed and by other banks and 

bankers. There was a slight increase in assessments 

served in 1989 

In a cease and desist action, the OCC issued an order 

which prohibited the bank from purchasing additional 

mortgage servicing rights and other externally gener¬ 

ated assets, and required the bank to obtain a market 

valuation of the mortgage servicing rights which were 

already on the bank’s books A recent examination 

disclosed that the bank had purchased these assets at 

a price which was believed to be greatly inflated over 

their actual market value, and the bank had continued 

to carry them on its books at cost The bank’s board of 

directors consented to the order, which also prohibited 

the bank from entering into transactions with certain 

affiliated companies, and also addressed other safety 

and soundness considerations. 

In an action undertaken jointly with the OCC's Securi¬ 

ties and Corporate Practices Division, the former pres¬ 

ident and chairman of the board of a bank consented to 

the issuance of a personal cease and desist order and 

a $3,000 civil money penalty after an administrative 

hearing was held on the charges against him The 

Comptroller had charged that the former president and 

chairman had engaged in violations of 12 U S C 83 by 

authorizing the bank to repurchase its own stock and 

hold it until a “friendly" purchaser could be found The 

Comptroller further charged that the respondent had 

authorized numerous repurchase transactions, and the 

order prevents him from issuing cashier's checks with¬ 

out a countervailing signature, or authorizing loans 

without the prior approval of the board or a senior 

officer 

In a litigated case, the Comptroller issued an order 

assessing a $15,000 civil money penalty against a 
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former senior vice president and director of a bank for 

violations of 12 U S C 84 and 375b. and a $7,500 

penalty against another director for violations of 12 

USC 84 The OCC had charged the former senior 

vice president and the former director with approving 

loans in excess of the bank’s legal lending limit The 

OCC also charged that some of the loans exceeded the 

applicable limits for insider loans and did not receive 

the requisite prior board approval. Following an admin¬ 

istrative hearing, an administrative law judge (ALJ) 

found that the OCC had established the charges 

against the former senior vice president and, accord¬ 

ingly, recommended a $10,000 penalty against him. 

The ALJ also found that the OCC had established most 

of its charges against the former director, and recom¬ 

mended a $5,000 penalty against him. The Comptroller 

generally affirmed the ALJ's findings, but increased the 

amounts of the penalties to $15,000 against the former 

senior vice president, and $7,500 against the former 

director. In arriving at these amounts, the Comptroller 

considered the history of the violations while the re¬ 

spondents were in office, their lack of good faith, and 

the losses which resulted from the violations. Related 

removal actions are pending with the Federal Reserve 
Board. 

In another litigated action, the Comptroller issued an 

order revoking the trust powers of a bank which had 

engaged in unsafe and unsound trust practices. The 

OCC had charged that the bank had sold highly mar¬ 

ketable securities from its common trust fund in order to 

purchase a large number of shares of stock in a com¬ 

pany of which several bank directors were also direc¬ 

tors and shareholders. At the time of purchase, the 

seller of the shares entered into a one year repurchase 

agreement with the bank, which the bank failed to 

enforce after the company began having difficulties. 

Following an administrative hearing, the ALJ found that 

the bank had committed violations of law and unsafe 

and unsound trust practices, but recommended that 

the Comptroller issue a cease and desist order in lieu of 

revoking the bank's trust powers. In his final agency 

decision, the Comptroller adopted the ALJ’s findings, 

but not the recommended remedy, instead ordering 

the revocation of the bank’s trust powers The Comp¬ 

troller in large part based his decision on the bank’s 

long-standing compliance problems in the trust area, 

as well as the failure of previous supervisory efforts to 

correct the problems The bank has since filed an 
appeal of the Comptroller's decision. 

The Comptroller issued an order assessing a $100,000 

civil money penalty against a former bank president 

and chief executive officer who engaged in massive 

ziolafions of 12 USC 84 Although the respondent 

faiied to appear af the administrative hearing after 

receiving adequate notice, the administrative law 

judge received evidence and developed a record, 

finding that the respondent had. in fact, violated the 

lending limit statute on four separate lines of credit The 

ALJ further found that the violations had resulted in over 

$2 5 million in loss to the bank and, accordingly, rec¬ 

ommended a $100,000 penalty against the respon¬ 

dent. In his decision, the Comptroller adopted the 

ALJ's findings and recommendations. The Comptroller 

had previously issued a removal order against the 

respondent after he had been convicted of embezzle¬ 
ment, mail fraud, and bank fraud. 

The Comptroller issued a temporary cease and desist 

order against a bank and three of its officers, ordering 

the officers to reimburse the bank for over $100,000 in 

bonuses that were paid to the officers at a time when 

the bank was in a troubled financial condition. Shortly 

before the institution failed, the officers paid back the 

bonuses and the temporary order and notice of 
charges were withdrawn. 

The Comptroller issued an order prohibiting a bank's 

former chairman of the board from participating in the 

affairs of any federally insured financial institution, and 

assessing him a $25,000 civil money penalty, for lend¬ 

ing limit and insider violations. The former chairman 

benefited from many of the violations, and the violations 

resulted in approximately an $800,000 loss to the insti¬ 
tution. 

In a case involving two failed community banks, the 

Comptroller issued orders prohibiting the banks’ 

former controlling shareholder and two of its former 

directors, from participating in the affairs of any feder¬ 

ally insured financial institution for engaging in vio¬ 

lations of 12 U.S.C. 84 and 375b The violations in¬ 

volved a complex nominee loan scheme by which the 

former controlling shareholder used the banks' own 

funds to pay off his bank stock debt. The violations 

resulted in a total loss of approximately $1 million at the 

two institutions, and contributed to the banks’ failures 

The former controlling shareholder was also assessed 

a $16,500 civil money penalty, one former director was 

assessed a $15,000 penalty, and the other former 

director was assessed a $12,500 penalty for their roles 
in the scheme. 

The Comptroller has conducted an extensive investi¬ 

gation into a series of complicated insider transactions 

involving extensions of credit to numerous partner¬ 

ships controlled or managed by the owners of a na¬ 

tional bank As a result of these and related matters, the 

OCC recently closed the bank due to a capital 
insolvency 



In a case involving a major bank in the Northeast, the 

Comptroller entered into a comprehensive formal 

agreement dealing with the policies and operations of 

the bank and its real estate loan portfolio. 

In another case involving a major Northeastern bank, 

the Comptroller entered into a formal agreement which 

requires the bank to take action to reduce its level of 

criticized assets, review the adequacy of its allowance 

for loan losses and internal loan review, develop a 

capital plan, and review and revise loan policies and 

improve loan administration within the commercial real 

estate and problem loan portfolios. 

In a litigated case, an administrative hearing was held 

to determine whether a large civil money penalty 

should be issued against a director of a bank for his 

involvement in, among other things, preparing the 

bank’s call reports which reflected an inadequate al¬ 

lowance for loan losses The case is currently being 

briefed for the ALJ 

In a litigated removal case, the Comptroller alleged the 

former president and chairman of the board of a na¬ 

tional bank had taken money from the account of a 

bank customer and used it to pay interest on his own 

stock loan and to repay the bank for an illegal dividend 

to the holding company he owned An administrative 

hearing has been held, although the ALJ has yet to 
render a decision. 

In another litigated action, the Comptroller charged a 

former bank director with violations of 12 U.S.C 29, 

375a, 375b and noncompliance with an outstanding 

cease and desist order. Following an administrative 

hearing, the ALJ found that the former director had 

engaged in violations of sections 375a and 375b, and 

recommended the assessment of a $2,000 civil money 

penalty. A final agency decision is pending with the 
Comptroller. 
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Recent Corporate Decisions 
On October 13,1989, the OCC approved a proposal to 

amend the articles of association of Security Pacific 

National Trust Company, New York, New York, to in¬ 

clude general banking powers with the exception of 

commercial lending. The trust company proposed to 

offer interest-bearing deposits, expand its demand 

deposit customer base, and offer a wire transfer 

service. 

On the same date, the OCC approved a request sub¬ 

mitted by First Interstate Bank of Oregon, N.A., Port¬ 
land, Oregon, to establish an operating subsidiary to 

engage in general insurance agency activities at the 

bank's branch office in Scio, Oregon, a town with a 

population of approximately 600. 

On October 13, 1989, the OCC approved a request by 

Bank of Oklahoma, N.A., Tulsa, Oklahoma, to effect a 

corporate reorganization merger involving five affiliate 

banks into the lead bank in BancOklahoma Cor¬ 

poration. The corporate reorganization was ac¬ 

companied by a request to change the bank's equity 

capital, which was also approved. 

On October 18, 1989, the OCC denied a corporate 

reorganization merger request involving First Con¬ 

solidated Bank-Pleasant Run at 1-35, N.A., Lancaster, 

Texas and First Consolidated Bank-Ferris, Ferris, 

Texas. Both banks were determined insolvent and the 

proposal did not include realistic plans to recapitalize 

the resultant bank or avert failure, which was imminent. 

The two banks, along with three other affiliates, were 

declared insolvent and turned over to the FDIC as 

receiver on October 20, 1989. 

On October 20, 1989, the OCC approved a request for 

United Bank of Denver, N.A., Denver, Colorado, to 

establish an operating subsidiary to engage in a variety 

of securities-related activities. The OCC previously had 

determined that all of the activities were legally per¬ 

missible for national banks, and that the bank was 

already engaged in most of the activities Additionally, 

the bank proposed to provide full-service brokerage to 

retail and institutional customers at off-premises loca¬ 

tions, including the headquarters of one or more affili¬ 

ate banks in Colorado. The OCCs Law Department 

determined that the proposed activities did not con¬ 

stitute branch banking The request was approved on 

the condition that the bank and its parent holding 

company demonstrate that they had the managerial 

resources necessary to execute existing and planned 

investment activities as well as to implement policies 

and programs to ensure compliance with applicable 

laws and regulations. 

On October 26, 1989, the OCC approved a change in 

bank control notice for Ford Motor Company, which 

permitted the company to proceed with its acquisition 

of Associates National Bank, Pleasanton, California 

On November 1, 1989, approval was granted for Equi¬ 

table Bank, N.A., Baltimore, Maryland, to establish a de 
novo operating subsidiary to act as agent in the sale of 

general insurance through a branch located in a town 

with a population of less than 5,000 persons 

On November 1, 1989, the OCC approved emergency 

merger processing procedures for First National Bank 

in Edinburg, Edinburg, Texas to acquire the National 

Bank of Commerce, Edinburg, Texas. After deter¬ 

mining that First National Bank in Edinburg had the 

financial and managerial resources to absorb the tar¬ 

get bank without significantly affecting its overall condi¬ 

tion, the application was approved. 

On November 17, 1989. the OCC approved a bank’s 

request to reactivate its commercial banking charter as 

a national trust bank. First Midwest Bank/Central Re¬ 

gion, N.A., Seneca, Illinois, sold virtually all of its assets 

and liabilities to an affiliate bank in late 1988; the bank 

had been inactive since that time. With the approval of 

the sale, the OCC stipulated that First Midwest had to 

resume operations within an 18 month period and that 

the OCC had to approve its prospective operating 

plan. First Midwest Bancorp. Inc., the parent company 

of the proposed trust bank, plans to use the trust bank 

to consolidate all of its trust business. The trust bank will 

offer a full range of fiduciary services from its Seneca 

office as well as the offices of its affiliate banks. This 
part of the proposal was approved after a deter¬ 

mination that the proposal to provide trust services in 

the offices of affiliate banks was not in contravention of 

state branching laws 

On November 21, 1989, approval was given to First 

Security Bank of Idaho, N A , Boise, Idaho, to merge 
with Twin Falls Bank and Trust Company, Twin Falls. 

Idaho. This proposal was structured as a reverse tri¬ 
angular merger in which a state chartered interim bank 

was used to acquire the target bank This transaction, 

after an exchange of stock for cash by the target bank's 

shareholders, resulted in the applicant bank, First Se¬ 

curity Bank of Idaho, N A , owning the shares of the 

target bank for a moment in time The second step of 
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the transaction involved the simultaneous merger of the 

applicant with the target The transaction was struc¬ 

tured in this manner to qualify as a tax-free reorgan¬ 

ization The proposal was approved after the office 

determined that dissenting shareholders of the target 

bank would receive protections under Idaho law com¬ 

parable to those provided to dissenting shareholders 
under 12 U.S.C. 215a. 

On November 29, 1989, Babcock & Brown Bank, 

Washington, D C , became the first of several pending 

applications by D C banks to receive approval for 

FDIC insurance The OCC earlier had approved the 

bank's proposal subject to certain conditions, includ¬ 

ing a requirement that FDIC insurance be obtained. 

The FDIC conditioned its approval upon the bank main¬ 

taining a 15 percent capital ratio through the end of 

three years of operations and maintaining a 12 percent 

capital ratio thereafter. In addition, the FDIC required 

that pending Bank Holding Company Act issues be 

resolved During deliberation by the FDIC Board of 

Directors, it was made clear that the Comptroller's 

office would require the bank to obtain its prior ap¬ 

proval before engaging in any activities not authorized 
for national banks. 

On December 1, 1989, the office approved two related 

merger applications for Wells Fargo Bank, N.A., San 

Francisco, California. The first application involved an 

interim bank merger which enabled WF Interim Bank, 

N A to acquire Valley National Bank, Glendale, Cal¬ 

ifornia. This structure was unusual since the interim 

bank was organized and owned by Wells Fargo Bank. 

N.A. (ordinarily, the interim bank would have been 

formed by Wells’s parent holding company). The sec¬ 

ond application involved the immediate merger of the 

interim bank with Wells Fargo Bank, N.A The proposal 

was structured in this manner to preserve certain tax 
benefits. 

On December 1, 1989, the office denied a bank’s 

request for reconsideration of a prior OCC decision, 

rendered on May 17, 1989, to deny its proposal to 

establish an operating subsidiary to provide financial 

planning services to its customers. After reviewing the 

reconsideration request in accordance with 12 C F R 

5 13(d), the office determined that the applicant bank 

had failed to demonstrate that its operating subsidiary 

application had been disapproved as a result of an 
error in the office s procedures 

Ori December 5, 1989, the OCC approved a request 

,r°m Southeast Bank, N A Miami, Florida, to acquire 

several affiliate banks through merger One of the 

a filiates was the Southeast Bank for Savings, Jack¬ 

sonville Florida, a federal savings bank The appli¬ 
cation //as structured to comply with certain regulatory 

requirements of the Office of Thrift Supervision ie 
Southeast Bank for Savings was required to convert 

from a federal savings bank to a state chartered sav¬ 

ings and loan association, followed by its immediate 
merger into Southeast Bank, N.A. 

On December 8, 1989, emergency merger processing 

procedures were approved to permit The Lake Crystal 

National Bank, Lake Crystal, Minnesota, to acquire First 

State Bank of Good Thunder, Good Thunder, Minne¬ 
sota. 

On December 11, 1988, the OCC conditionally ap¬ 

proved a letter of intent to convert an inactive, state 

chartered, noninsured savings and loan association 

located in North Carolina to a national bank. The con¬ 

verted bank would then be acquired by SouthTrust 

Corporation, Birmingham, Alabama, (using regional 

compact authority) under the title of SouthTrust Bank of 

North Carolina, N.A., located in Raleigh, North Car¬ 

olina. Because the institution had never operated and 

was not FDIC insured, FIRREA requirements relating to 

conversion of savings and loans did not apply. The 

office s approval was conditioned upon the conversion 

occurring simultaneously with the acquisition by 

SouthTrust Corporation and SouthTrust's Board of Di¬ 

rectors passing a resolution that the bank would ac¬ 

tively engage in the business of receiving deposits. 

On December 15, 1989, the OCC declared First Ameri¬ 

can Bank and Trust, N.A., North Palm Beach, Florida, 

with total assets of approximately $1.1 billion, insolvent 

and the FDIC was appointed receiver. A bridge bank, 

Fourth Deposit Insurance Bridge Bank, N.A., was then 

chartered by the OCC to facilitate the purchase and 
assumption of the failed bank. 

On December 19, 1989, the OCC granted approval to 

Chase Manhattan Bank, N.A., New York, New York to 

expand an existing operating subsidiary’s activities to 

include acting as manager and general partner of a 

limited partnership commodity pool. The commodity 

pool will trade in foreign currency, gold, silver, U S. 

government obligations, and forward futures and op¬ 

tions contracts. The novelty of this proposal is that the 

bank itself is privately placing units of the partnership of 

which its own subsidiary is a general partner 

On December 20, 1989, approval was granted to Se¬ 

curity Pacific National Bank, Los Angeles, California, to 

expand the activities of its existing operating subsidi¬ 

ary, Security Pacific Futures, Inc., to act as a futures 

commission merchant (FCM) or broker for customers 

buying and selling agricultural, petroleum, metals, and 

other commodity futures and related options The OCC 

previously had allowed banks to act as FCMs for buy- 



ing and selling financial futures contracts on underlying 

financial commodities such as gold, Treasury bills, or 

foreign currencies because the bank could also act as 

a broker for the underlying item. The OCC concluded 

that although the underlying items were not financial, 

the futures and options taken by themselves were 

financial instruments traded on financial exchanges 

and used by customers for financial purposes. 

On December 26, 1989, the OCC approved a proposal 

submitted by NCNB Texas National Bank, Dallas, 

Texas, to establish an operating subsidiary to manage 

and liquidate debts previously contracted (DPC) prop¬ 

erty, which it owned, and to enter into an interim ser¬ 

vicing agreement with the Resolution Trust Corporation 

as the bank’s managing agent for assets and liabilities 

not acquired when the bank purchased the former 

University Federal Savings Association, Houston, 

Texas. 

Corporate Decisions Related to the 
Community Reinvestment Act 

This section implements disclosure of corporate appli¬ 

cation decisions involving Community Reinvestment 

Act (CRA) considerations, as provided for in Banking 

Circular 238, dated June 15, 1989. The disclosure 

provides easier access to the OCC's decisions in¬ 

volving national bank corporate applications that were 

conditionally approved or denied on grounds related to 

CRA. The decision letters are published monthly in a 

document entitled "Interpretations,” which is available 

upon request from the Communications Division. Ad¬ 

ditionally, decision letters for all CRA-related decisions 

are available to the public upon request. 

On September 25, 1989, the OCC conditionally ap¬ 

proved a branch application submitted by Trade Na¬ 

tional Bank, Miami, Florida. The OCC determined that 

the bank had not initiated active steps to comply with 

CRA, had not assessed community credit needs, and 

management had no procedures to gauge the bank's 
performance under CRA. OCC approved the decision 

conditioned upon development of a CRA action plan to 

address deficiencies in community credit needs and 

marketing, types of credits offered and extended, geo¬ 
graphic distribution, discrimination and other illegal 

credit practices, and community development The 

conditional approval stated that the branch could not 

be opened until a demonstrated performance record of 

compliance had been achieved 

During the months of October and November, 1989, 

the OCC conditionally approved six branch appli¬ 

cations submitted by First Florida Bank, N.A., Tampa, 

Florida During its review, the OCC determined that the 

applicant's CRA performance was less than satisfac¬ 

tory in determining community credit needs and the 

geographic distribution of the bank's credits Ad¬ 

ditionally, the OCC considered the bank's community 

delineation unreasonable To help ensure compliance 

with CRA, the OCC's approvals were conditioned upon 

development of a plan of action by the bank to address 

deficiencies in community credit needs and marketing, 

and geographic distribution The conditional approvals 

required the bank to exhibit demonstrated and positive 

CRA performance before any of the branches could be 

opened for business. 

On November 22, 1989, the office denied a CBCT 

branch application submitted by the American Com¬ 

merce National Bank, Anaheim, California The office 

determined that although management had docu¬ 

mented its efforts to ascertain community credit needs, 

the bank’s marketing efforts were directed solely to a 

specialized segment of its community Additionally, the 

types of credit the bank was willing to offer and extend 

were inconsistent with those identified as credit needs 

of the community. 

On December 19, 1989, the OCC conditionally ap¬ 

proved an application submitted by First Union Na¬ 

tional Bank of Florida, Jacksonville, Florida, to acquire 

Florida National Bank, Jacksonville, Florida and Kings¬ 

ley Bank, Orange Park, Florida. The conditional ap¬ 

proval required First Union National Bank of Florida to 

enter into an agreement with the OCC that detailed 

steps the bank would take to improve its CRA per¬ 

formance, which had been determined to be less than 

satisfactory during a December 1, 1989 CRA examina¬ 

tion. The examination revealed weaknesses in the 

board’s oversight and review of CRA performance, 

limited activities to determine community credit needs, 
limited marketing efforts to address credit needs in low- 

and moderate-income neighborhoods, lack of flexible 

products to address identified community credit 

needs, limited government-insured lending, and lack 

of adequate information on geographic distribution of 

credit. 

The agreement requires the bank to develop a CRA 

action plan addressing community credit needs and 

marketing, types of credit offered and extended, geo¬ 

graphic distribution, and community development In 

the conditional approval, the OCC recognized that the 

interagency "Joint Statement on Community Reinvest¬ 

ment Act" (Banking Bulletin 89-12) provides that com¬ 

mitments are not to be viewed as part of an applicant's 

record of improvement, but that commitments may be 

given weight as an indicator of potential improvement 

in CRA performance in the context of the acquisition of 

a troubled institution In this proposal, the OCC deter¬ 

mined that the target bank, Florida National Bank, was 
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troubled, and that the benefits to the community and to 

the acquired institutions through the financial and 

managerial resources of First Union National Bank of 

F orida were sufficient to warrant conditional approval 

On December 19. 1989, the OCC conditionally ap¬ 

proved a branch relocation application submitted by 

Peoples Bank, N A , Johnston, Rhode Island While the 

office noted substantial improvement in a previously 

less than satisfactory CRA performance record, the 

OCC believed that additional improvement was neces¬ 

sary m the area of loan geocoding The bank’s appli¬ 

cation was approved conditioned upon documentation 

of the bank's evaluation of the geographic distribution 
of credit. 

Cross-county Applications 
(as of December 31, 1989) 

State Received Approved Denied D 0 

penQing 

LASD BOS Shepherd 

Alabama 

Colorado 

Florida 

Georgia 

Indiana 

Kansas 

Louisiana 

Mississippi 

Missouri 

New Mexico 

Tennessee 

Texas 

Wisconsin 

Total 

10 0 0 
2 0 0 0 

14 13 0 0 

10 10 
10 0 0 
6 3 0 3 

22 22 0 0 
2 2 0 0 
2 2 0 0 
10 0 0 

20 20 0 0 
6 6 0 0 
3 3 0 0 

81 71 1 3 

1 0 0 
1 1 0 
1 0 0 
0 0 0 
1 0 0 
0 0 0 
0 0 0 
0 0 0 
0 0 0 
1 0 0 
0 0 0 
0 0 0 
0 0 0 

5 1 0 
Note These figures refer to cross-county branch applications filed 
with the OCC as a result of its previous Deposit Guaranty decision 
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Consumer Complaints 

The Federal Trade Commission Act of 1975 (15 U S.C. 

41, et seq), requires the Office of the Comptroller of the 

Currency (OCC) to receive and take appropriate action 

upon complaints directed against national banks and 

to report to Congress on these activities annually. The 

attached table summarizes the types of complaints 

received and their resolution. 

During 1989, the OCC received 13,538 written con¬ 

sumer complaints against national banks, a 2 percent 

increase from 1988 By January 30, 1990, 94 percent of 

these complaints had been resolved. The average 

resolution time in 1989 was 31 days compared to 32 

days in 1988 

Loans continued to be the largest category of com¬ 

plaints, accounting for 48 percent of the total com¬ 

plaints resolved Credit cards are involved in 56 per¬ 

cent of the loan complaints. Deposits were the next 

largest category, at 24 percent of the total resolved 

complaints. Complaints about trust and securities were 

about 5 percent of the resolved complaints No other 

category of complaints was equal to 5 percent of 

complaints. 

Consumer Complaints, 1989 
(written complaints received and resolved) 

Resolution Deposits 
Equity 
loans 

Credit 
cards 

Other 
loans EFT 

Trust and 
investment 
securities 

All 
other Total 

No reply necessary 116 99 76 8 20 66 385 

Bank error 397 9 358 273 24 75 47 1,183 

Bank legally correct 1,158 37 1,708 1,060 49 249 211 4,472 

Communication problem 225 11 189 187 7 40 35 694 

Referrals to other agencies 54 2 72 73 2 14 1,707 1,924 

Information provided 190 6 336 158 11 53 425 1,179 

Settled by mutual consent 288 14 330 330 29 64 68 1,123 

Violation of law 36 4 210 31 21 2 1 305 

Factual dispute 341 1 127 227 40 53 33 822 

In/for litigation 262 34 199 20 55 68 638 

Total 3,067 84 3,463 2,614 211 625 2,661 12,725 
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Community Reinvestment Act 

The OCC is required by the Community Reinvestment 

Act (CRA), 12 U.S.C. 2901, et seq., to include in its 

annual report to Congress a section outlining the ac¬ 

tions it has taken to carry out its responsibilities under 

the act. The purpose of CRA is to require the OCC to 

encourage national banks to help meet the credit 

needs of the local communities in which they are char¬ 

tered to do business. The OCC is required, in con¬ 

nection with its examination of a bank, to assess the 

bank's record of helping to meet the credit needs of its 

entire community, including low- and moderate- 

income neighborhoods, consistent with safe and 

sound operation and to take the record into account in 

its evaluation of applications for deposit facilities. 

The OCC carries out its responsibilities under CRA, in 

part, through its Compliance Program CRA, fair lend¬ 

ing and consumer protection laws, bank secrecy, elec¬ 

tronic data processing activities, bank securities 

dealer activities, fiduciary activities, affiliate and insider 

transactions, and verification of various regulatory re¬ 

ports are currently included in the program The pro¬ 

gram’s basic premise, to promote compliance with law 

as a management responsibility, is achieved through a 

number of interrelated components. 

One component of the Compliance Program is to con¬ 

duct thorough examinations of selected national 

banks. The largest national banking companies are 

examined biennially. A random sample of community 

banks is examined each year. The uncertainty associ¬ 

ated with being selected randomly is a significant 

incentive for compliance. Compliance Program exami¬ 

nations not only assess a bank’s efforts to ensure 

compliance with law but also its efforts to help meet 

local credit needs. 

Another component of the program is to inform bank 

management of its compliance responsibilities. In 

1989, the OCC issued numerous bulletins and advi¬ 

sories related to compliance, including 25 related to 
consumer issues. About one-fourth of these involved 

community reinvestment, fair lending, or home mort¬ 

gage disclosure issues. In addition, the staff of the 

Consumer Activities Division provided speakers for 

about 46 training sessions sponsored by national and 

state trade associations and financial institutions. A 

significant amount of this training time was devoted to 

CRA 

Another component of the Compliance Program is to 

develop more efficient ways to allocate examination 

resources. Since a substantial amount of information 

has been collected already through the Compliance 
Program, this information is being analyzed statistically 

to try to identify which banks are more likely to meet 

CRA objectives and which factors are important to 

determining a bank's commitment to its community's 

credit needs. The analysis will help the OCC to target its 

examination resources better. It will also help all banks 

— including those whose CRA performance is already 

satisfactory — improve their services to the community 

Supervisory Efforts 

Banks are assigned a CRA rating based on the results 

of an examination. The ratings range from 1 to 5 with 3 

being a less than satisfactory record of helping to meet 

local credit needs. A 5 rating represents a substantially 

inadequate record of helping to meet community credit 

needs. In 1989, the OCC assessed the CRA perform¬ 

ance of 968 national banks. One hundred and seven¬ 

teen received CRA ratings of 3, 4, or 5 

Beginning on July 1,1990, the financial institution regu¬ 

latory agencies will be required by the Financial Insti¬ 

tutions Reform, Recovery and Enforcement Act of 1989 

to implement a new four-tiered rating system and make 

written assessments available to the public of indi¬ 

vidual institutions' performance in helping to meet the 

credit needs of their entire community OCC staff are 

working with the staffs of other members of the Federal 

Financial Institutions Examination Council (FFIEC) to 

develop procedures to implement these requirements. 

The FFIEC recently issued a notice of proposed rule- 

making seeking public comment on the proposal, 

which the OCC distributed to all national banks as 

Banking Bulletin 89-42. 

Pursuant to the law, the OCC must consider the CRA 

performance of national banks when evaluating their 

corporate applications In 1989. the OCC received 
over 2,700 CRA-covered applications; 11 of them in¬ 

volved CRA protests The OCC may condition its ap¬ 

proval of a bank’s corporate application on specific 

requirements to strengthen CRA performance The 

OCC believes that the use of conditioned approvals 

usually is more effective than denial of applications in 

securing such improvement During 1989, the OCC 

approved 15 applications conditioned on strengthen¬ 

ing CRA performance Two applications were denied 

because of poor CRA performance 

In 1989, the OCC began to publish cases involving 

CRA-covered corporate application decision letters 
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Selected decisions will also be summarized in the 
Quarterly Journal 

Other OCC Activities Involving CRA 

The OCC's Customer and Industry Affairs Division also 

encourages banks to help meet local credit needs 

through an ongoing program of activities to increase 

the industry’s sensitivity to customer and community 

needs. The division’s activities in 1989 are summarized 

in this issue’s Comptroller’s Report of Operations 
section. 



Speeches and Congressional Testimony 

Page 
Statement of Robert J. Herrmann, Senior Deputy Comptroller for Bank Supervision Policy, before the 

Subcommittee on Consumer and Regulatory Affairs, Senate Banking, Housing and Urban Affairs Committee, 

October 24, 1989 . 59 

Remarks by Robert L. Clarke, Comptroller of the Currency, before the Assembly for Bank Directors, Orlando, 

Florida, November 3, 1989 . 69 

Remarks by Robert L. Clarke, Comptroller of the Currency, before the Seminar on Growth, Supervision, and 

Risk in the U S. Junk Bond Market and Implications for the U.K., London, England, 

November 20, 1989 . 73 

Remarks by J, Michael Shepherd, Senior Deputy Comptroller for Corporate and Economic Programs, before 

the First International Financial Institutions Management Conference, Paris, France, 

November 29, 1989 . 76 

Remarks by Robert L. Clarke, Comptroller of the Currency, before the Consumer Bankers Association CRA 

Compliance Workshop on Community Reinvestment in the 1990s, Washington, D C., 

December 1, 1989 . 80 

57 





Statement of Robert J. Herrmann, Senior Deputy Comptroller for Bank Supervision 
Policy, before the Subcommittee on Consumer and Regulatory Affairs, Senate 
Banking, Housing and Urban Affairs Committee, October 24, 1989 

Mr. Chairman, I am the Senior Deputy Comptroller for 

Bank Supervision Policy in the Office of the Comptroller 

of the Currency (OCC). I am responsible for formulating 

policies and procedures for the supervision of all na¬ 

tional banks. In my testimony today, I will discuss how 

the OCC enforces fair lending laws and regulations as 

they relate to illegal discrimination in mortgage lending. 

The OCC’s responsibilities for ensuring non- 

discriminatory lending practices in national banks be¬ 

gan in 1968 with passage of the Fair Housing Act. Over 

the past two decades, our responsibilities in this area 

have increased to include enforcement of the Equal 

Credit Opportunity and Fair Credit Reporting acts, as 

well as the related legislation of the Community Re¬ 

investment and Home Mortgage Disclosure acts. 

The OCC’s regulatory role and examination pro¬ 

cedures primarily ensure that homebuyers who for¬ 

mally apply to national banks for mortgage credit are 

not treated discriminatorily on bases prohibited by law. 

Illegal discrimination in home finance can be par¬ 

ticularly difficult to detect and measure because it can 

occur at so many different stages in the attempt to 

secure mortgage financing. Homebuyers may en¬ 

counter illegal discriminatory behavior by sellers and 

their agents, by lenders, by appraisers, by insurers, or 

by advertisers — all of whom may directly or indirectly 

affect financing of prospective purchases. Buyers may 

even "steer" themselves to lenders perceived as more 

receptive to their needs and away from lenders be¬ 

lieved to be discriminatory. 

Potential customers can be affected by illegal dis¬ 

criminatory behavior at any one of four stages: during 

preliminary discussions with realtors or brokers on 

where to seek financing: when inquiring about mort¬ 

gage loan terms with a bank’s personnel; at the time of 
filing an application with a bank; or during the bank’s 

credit decision process. Activities that occur prior to a 

bank’s involvement are outside of our authority and 

ability to enforce as bank regulators. We can do little to 
detect illegal discriminatory behavior if it occurs prior to 

the bank's receiving a written application because 

there is no tangible envidence of discrimination. 

The Role of the OCC in Ensuring 
Compliance 

The OCC’s principal responsibility is to ensure that the 

national banking system operates safely and soundly 

National bank assets represent over $1.8 trillion, or 60 

percent of total assets of U S. insured commercial 

banks, and we devote the majority of our resources to 

supervision related to safety and soundness concerns 

We also, however, devote significant resources to ex¬ 

aminations designed to ensure that national banks 

comply with laws and regulations to which they are 

subject, including those prohibiting illegal discrimi¬ 

nation in mortgage lending. 

Three principles guide our efforts to promote com¬ 
pliance with fair lending laws and regulations. First, 

when illegal discrimination is found, both prospective 

and retrospective corrective action is required. Sec¬ 

ond, conduct which adversely affects individuals pro¬ 

tected by fair lending laws must be identified and 

eliminated. Third, the OCC targets its resources to 

achieve the maximum benefit. The OCC’s Compliance 

Program is an efficient and effective means of pro¬ 

moting compliance with laws and regulations through¬ 

out the national banking system. 

Assessing Compliance 

Under the OCC's compliance program, we annually 

examine institutions representing approximately 40 

percent of national banking system assets. Examina¬ 

tions include an independent assessment of the level of 

compliance with fair lending laws. Examiners provide 

bank management and its board of directors with not 

only a report of specific violations, but also an as¬ 

sessment of the bank's own systems to detect and 

prevent problems. When examiners find problems that 

a bank’s system did not detect, we require bank man¬ 

agement to take corrective actions and we monitor the 

implementation of those actions. 

To assess a bank's performance, examiners review 

bank policies, procedures, and underwriting stand¬ 

ards. Examiners also evaluate a sample of loan appli¬ 

cations to determine if a bank's decision to either grant 

or deny credit appears consistent with its stated policy 

If discrepancies appear, especially on bases that can¬ 

not be used as criteria for loan decisions (e g., race), 

examiners expand their review of application files to 

ensure that illegal discriminatory practices do not exist 

Tools used to enhance our fair lending examination 

process include Home Mortgage Disclosure Act 

(HMDA) data, Fair Housing Home Loan Data System 

analyses, and consumer complaint information 

The HMDA data is used to determine the distribution of 
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home mortgage lending activity in a bank's community, 

^his information helps in assessing a bank’s role in 

meeting housing-related credit needs of the commu¬ 

nity The OCC encourages each national bank to 

analyze the geographic distribution of all the loans it 

grants, particularly those involving housing-related 

credit HMDA data facilitates this analysis, which exam¬ 

iners perform if a bank has not performed a HMDA data 

analysis or when a determination is made that the 

bank’s analysis is inadequate. Geographic dis¬ 

crepancy in lending activity within a bank’s service 

area is, however, only an indicator of a bank's overall 

level of service to the community's credit needs. Even 

with the amendments to HMDA contained in the Finan¬ 

cial Institutions Reform, Recovery and Enforcement Act 

of 1989, which will provide a broader picture of the 

distribution of mortgage lending activity within appli¬ 

cable communities, HMDA data is insufficient to esti¬ 

mate or measure illegal discriminatory mortgage lend¬ 
ing practices. 

In addition to HMDA data, the Fair Housing Home Loan 

Data System (FHHLDS) is an examination tool de¬ 

signed to assess whether mortgage lenders discrimi¬ 

nate illegally. The system provides for the collection of 

mortgage loan application information necessary to 

perform statistical analyses of a bank's home loan 

decisions. These analyses identify whether or not sta¬ 

tistical relationships exist between loan decisions and 

applicant characteristics, such as gender, that may 

indicate illegal discrimination in mortgage lending 
practices. 

Only a few national banks, however, have sufficient 

home loan application volume to allow meaningful sta¬ 

tistical analysis of a bank’s fair lending performance. 

For example, the 1987 compliance program sample 

contained approximately 700 banks; only 272 had 

received more than 50 written mortgage applications in 

the previous twelve months. In order to perform analy¬ 

sis that might reveal patterns of adverse treatment of 

applicants, there must be a sufficient number of re¬ 

jected applications Of the 272 banks, only 24 had a 

sufficient volume of rejected applications to allow the 

performance of a valid FHHLDS analysis. None of the 

analyses performed indicated possible illegal dis¬ 
criminatory practices. 

OCC’s Consumer Complaint Information System 

fCClS) might be an indicator of discrimination, but 

mere have been very few discrimination-related com¬ 

plaints filed with this agency The OCC received over 

37,000 written complaints between January 1987 and 

A jg jst 1989, only sixteen alleged racial discrimination 

real estate lending After investigating each of the 

complaints, no violations of law were cited 

Correcting Violations 

To promote uniform enforcement of the fair lending 

laws by the financial regulatory agencies, the OCC, 

along with the Federal Reserve Board, the Federal 

Deposit Insurance Corporation, and the National Credit 

Union Administration, issued a “Joint Policy Statement 

for the Enforcement of the Equal Credit Opportunity 

and Fair Housing Acts" in 1981. This enforcement 

policy statement identifies the violations that are con¬ 

sidered of such a serious nature that retrospective and 

prospective corrective action is required. They include: 

(1) discouraging applicants on a prohibited basis; (2) 

using credit criteria in a discriminatory manner in 

evaluating applications; and (3) imposing different 
terms on a prohibited basis. 

In addition to the Joint Policy Statement, the OCC 

issued a "Supplementary Enforcement Policy for the 

Equal Credit Opportunity and the Fair Housing Acts” 

and "Internal Guidelines — Enforcement of the Equal 

Credit Opportunity and Fair Housing Acts” to provide 

national banks with further guidance by describing the 

specific actions that we will take in these egregious 
cases. 

The OCC has conducted 3,437 consumer compliance 

examinations since April 1987 During these examina¬ 

tions, we cited 381 violations subject to the Joint Policy 

Statement for the Enforcement of the Equal Credit 

Opportunity and Fair Housing Acts in 239 banks. We 

did not, however, find any violations of the Fair Housing 

Act or indications of illegal discrimination in real estate 

lending; the vast majority of the violations dealt with 

inadequate or incomplete adverse action notices. If 

cited for violations, banks were required to conduct file 

searches for the previous 24 months and correct both 

past and present violations. Bank management was 

also required to revise policies and procedures to 

ensure that these violations would not recur 

The OCC does not rely solely on examinations to en¬ 

courage banks to meet their fair lending obligations. 

Compliance with fair lending laws also includes an 

assessment of the bank's activities related to the 

Community Reinvestment Act (CRA). One of the as¬ 

sessment factors included in the CRA’s implementing 

regulation requires examiners to review a bank's 

policies to determine if there are any underlying prac¬ 

tices that are intended to discourage applications for 

types of credit offered by the bank As appropriate, 

examiners conduct meetings with local community 

groups to determine what their perceptions are of the 

community's credit needs and whether national banks 

are helping to meet those needs. This information helps 

provide examiners with the balanced perspective nec- 



essary to accurately assess a bank's level of com¬ 

pliance with fair lending laws, rules, and regulations. 

Making conclusive judgments on whether a bank is 

employing illegal discriminatory practices is, at best, a 

difficult task. Illegal discrimination can occur in many 

subtle ways and rarely leaves tangible evidence. Ex¬ 

aminers fully explore any questionable policies or prac¬ 

tices, and discussing these concerns with bank per¬ 

sonnel and management is the best way to make them 

sensitive to these issues. 

One final dimension to the topic of discrimination de¬ 

serves treatment. The fundamental business of bank¬ 

ing has undergone radical change in the last decade. 

Insured banks are no longer the sole providers of 

traditional bank products and services; a vast number 

of other competitors are now marketing loans at very 

competitive terms and rates. This competition has 

forced banks to become more market and customer- 

oriented and the value of a customer has been en¬ 

hanced immeasurably. These phenomena have forced 

successful banks to fit services to customer needs. 

Creditworthy customers at all economic stratas are 

being sought vigorously. Illegal discrimination simply 

does not make good business sense. 

Prospective Considerations 

We are reviewing several proposals to promote further 

compliance with fair lending laws. The proposals are at 

APPENDIX A* 

The objective of the Consumer Activities procedures is 

to determine the adequacy cf management and board 
supervision of the Compliance Program. These pro¬ 

cedures will also focus on the adequacy of the com¬ 

pliance system and provide the groundwork for all of 

the remaining areas of the consumer compliance 

procedures. 

Completion of the worksheets or questionnaires at the 

end of the sections will assist the examiner in per¬ 

forming the procedures. 

General 

Tier 1 

PROCEDURES 

1 Obtain and review information requested from the 

*Certain appendices have been deleted. Complete 
copies are available from the Communications Division 

of the OCC. 

an early stage of development; no estimates of admin¬ 

istrative costs, regulatory burden, or supervisory bene¬ 

fits have been determined We are continuing to study 

each of these alternatives to determine how they might 

improve our supervisory process The proposals are 

• Educational pamphlet for lenders — designing 

a pamphlet to increase lender awareness of 

practices, policies, and procedures that may 
be discriminatory; 

• Sharing community contact information — es¬ 
tablishing a system through which information 

gathered from community contacts by any fi¬ 

nancial regulatory agency would be shared 

routinely with all the other agencies; and 

• Enhanced utilization of HMDA data — providing 

revised aggregation reports for use in con¬ 

ducting analyses of geographic lending 

activities. 

In conclusion, the OCC is committed to enforcing fair 

lending laws and regulations. Our supervisory pro¬ 

grams are efficient and effective in promoting com¬ 

pliance. We ensure compliance by requiring that cor¬ 

rective action is taken and that violations will not recur 

We are aware that no system is perfect, but we are 

striving to make improvements in our processes. We 

will continue to analyze alternatives to improve our 

supervisory mission to promote compliance with non¬ 

discrimination laws, rules, and regulations. 

bank in the “Request Letter'' that pertains to the 
Compliance Program in general. This includes 

compliance policies and reports, audit reports and 

management response, compliance officer res¬ 

ume^), and the completed Compliance Question¬ 

naire. 

2. Review the bank's consumer compliance policies 

and procedures and determine if: 

a. They are in writing 

b. They were ratified by the board of directors or 

board committee. 

c. They were reviewed by any internal or external 

counsel, consultant, or auditor. 

3. Obtain copies of compliance reports given to the 

board of directors for their review and determine if 

they cover consumer compliance 

4. Evaluate the board of directors' involvement in 
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compliance-related activities by determining 
whether: 

a The board has approved the Compliance Pro¬ 
gram 

b The board has adopted and approved policies 

and procedures which address consumer and 
community laws. 

c. The board is involved In CRA-related activities 

and to what extent and whether this in¬ 

volvement is consistent with the spirit of the act. 

d. The staffing, compensation, and budgetary 

needs of the Compliance Program have been 

considered and resolved sufficiently. 

e. Compliance reports must be submitted period¬ 

ically to the board for review. If so, whether the 

board monitors the reports to determine if 

policies are followed and corrective action is 

taken when complaints, compliance reports, or 

the compliance officer indicate that action is 
necessary. 

5. Evaluate senior management’s involvement in 

compliance-related activities by determining 
whether: 

a. Management considers consumer and com¬ 

munity laws when developing policies, pro¬ 

cedures and programs. 

b. Management monitors and analyzes consumer 

complaints and if so, takes actions to prevent 
serious problems. 

c. Regulatory changes are monitored and dis¬ 

closure and procedural changes are imple¬ 

mented promptly in response to those 
changes. 

d. Senior management supervises the overall ac¬ 

tivity of the Compliance Program and by what 
method 

e Compliance reports must be submitted periodi¬ 

cally to management for review 

f Management monitors compliance reports to 

ensure approved policies and procedures are 

followed and/or corrective action is imple¬ 

mented when deficiencies are noted 

6 Determine the structure of the bank's compliance 
program by considering whether: 

a Adequate policies and procedures have been 

implemented to address consumer and com¬ 
munity laws 

b A staff position or committee has been estab¬ 

lished to implement an effective Compliance 
Program. 

c. Anyone (internal or external auditor, com¬ 

pliance officer, holding company, etc.) moni¬ 

tors compliance with consumer laws 

d. A monitoring system exists and how frequently 
it is used. 

e Compliance training is made available to bank 
personnel and the type 

f. The program includes internal controls and a 
compliance review function. 

7 Evaluate the adequacy of sampling performed in¬ 
ternally by considering whether: 

a. Prohibited basis and control groups are estab¬ 

lished in testing for compliance with Fair Lend¬ 
ing laws. 

b. A random, statistical sampling method is used 

in testing for compliance with Truth-in-Lending 

and other consumer laws. 

c. The sampling process is broad enough to in¬ 

clude all types of bank loans. 

8 Relay findings of adequacy of management and 

board supervision and the Compliance Program to 

examiners performing the various sections of the 

consumer activities procedures, i.e., Fair Lending, 

Truth-in-Lending/ARM, Other Consumer, and 
Community. 

9. Complete all appropriate sections of the Compli¬ 

ance Data Sheet including, as necessary, the list of 

violations. The data sheet should include citations 

for all violations noted during the examination, 

whether or not they are included in the ROSA: an 

isolated pattern or practice; or technical or 
substantive. 

The objective of these procedures is to determine if 

there is an internal system to ensure compliance with 

Fair Lending legislation and to test (verify) its accuracy 

and adequacy (Tier I). If no system exists or the results 

of this Tier I review are unsatisfactory, the examiner 

must proceed to Tier II, draw a statistical sample, 

repeat these Tier I procedures, and perform the ad¬ 

ditional Tier II procedures. The examiner should reach 

conclusions about the adequacy of the system, causes 

of any systemic weaknesses noted, and the extent of 

any problems and/or violations by testing the system 
(Tier I) or independent sampling (Tier II). 

The worksheets at the end of this section are intended 

to assist the examiner in performing the procedures 



Fair Lending 

Tier 1 

PROCEDURES 

Equal Credit Opportunity Act (12 C.F.R. 202) 
Fair Housing Act (42 U.S.C. 3605, Banking Circular 

13, and 24 C.F.R. 109-110) 
Fair Housing Home Loan Data System Regulation (12 

C.F.R. 27) ' 

Fair Credit Reporting Act (15 U.S.C 1681) 

1. Obtain and review information requested from the 

bank in the "Request Letter” that pertains to Fair 

Lending (including the Compliance Ques¬ 

tionnaire). 

2. Determine whether the bank's lending policies for 

the following indicate disparate treatment in terms 

of: 

a. The income of working women and whether 

there are any circumstances under which it 

might be discounted or disregarded. 

b. Loans to single women (with or without chil¬ 

dren). 
c. Inclusion/exclusion of alimony or child support 

as income. 
d. The income of women in childbearing years. 

e. The ability of a woman to obtain a loan in her 

own name, whether married, single, separated 

or divorced, or whether a co-signer is required. 

3. Determine what factors influence credit terms 

offered to bank customers, considering the bank’s 

policy in the following areas: 

a. Maximum and minimum loan amounts and how 

they are determined (by federal law or regu¬ 

lation, by lender policy, or both) and what cir¬ 

cumstances would justify a deviation from 

those limits. 
b. Maximum and minimum loan terms (maturity), 

how they are determined and what circum¬ 

stances would justify a deviation from those 

limits. 
c. Maximum and minimum interest rates. 

NOTE: Interest rates generally vary according to 

market conditions and type of loan. Determine how 

the bank determines its "going rate," what bench¬ 

marks it uses, and how it uses them. 

d Downpayment amounts, amount of prepaid 

finance charges imposed at loan closing, or 

any other criteria which may be onerous. 

4. Interview first contact personnel and other appro¬ 

priate bank personnel and determine whether 

a. All applicants for housing loans must complete 
a written application before seeing the lending 
officer 

b Any applicants are directed to certain loan offi¬ 

cers based on specific criteria such as location 

of property, type of loan requested or any pro¬ 

hibited basis. 

c. Any information is available to applicants by 

telephone that would allow first contact per¬ 

sonnel to pre-qualify or pre-screen 

d. The race, sex or other prohibited basis of the 
borrower is a factor in deciding on collection 

steps or whether to foreclose. 

5. Through discussion with the examiner performing 

the "General” section of the Consumer Activities 

procedures, analyze the compliance review 
schedule and compliance reports for Fair Lending, 

considering whether: 

a. There has been an acceptable internal review 

(in terms of frequency, scope, coverage, and 

independence) by the bank auditors, the exter¬ 

nal auditors, or the compliance officer respon¬ 

sible to the board of directors, 

b The extent to which effective policies, pro¬ 

cedures and other internal controls have been 

established by the bank. 

NOTE: The results of the general procedures and steps 

1 through 5 of Fair Lending will have established the 

level of testing required in Tier I. Discussions with the 

bank’s compliance officer/auditor will help the exami¬ 

ner determine the degree of reliance to be placed on 

work performed internally. 

If the examiner has already determined that no system 

exists to ensure compliance with consumer laws or the 

system is deficient in either sampling, frequency, 

scope, or independence, proceed to Tier II 

6. Select an appropriate number of loan files from the 

files reviewed internally for all loan types offered by 

the bank, including delinquent loans in the process 

of collection, real estate loans in the process of 

foreclosure and foreclosed, instalment loans in the 

process of repossession and repossessed and 

rejected and withdrawn applications. No purchase 

money real estate loan sample is necessary if a Fair 

Housing Home Loan Data System (FHHLDS) 

analysis has been provided (Consumer Activities 

will notify the duty station if an FHHLDS analysis 

should be performed ) These files will be used to 

determine the level of compliance with Fair Lend¬ 

ing requirements 
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Equal Credit Opportunity (Section 201 — Consumer 
Handbook) 

7 Using the open and rejected loan file sample, 

complete the appropriate section of Equal Credit 

Opportunity Act worksheet by recording informa¬ 

tion from the files to verify the adequacy and ac¬ 

curacy of the internal check and the bank's level of 

compliance with Regulation B 

8 Test for differential treatment by reviewing the 

completed worksheets and determine if any com¬ 

parable applicants are treated differently on a pro¬ 

hibited basis At a minimum, consider: 

a The comparative treatment of accepted to 

rejected/withdrawn applicants, 

b. The consideration of various forms of income, 

c Terms, rates, and conditions upon which appli¬ 

cations are approved, including co-signers, 

guarantors and co-guarantors, 

d The bank's willingness to negotiate terms, 

e The selective application of bank policy and 

underwriting standards and the extent of ad¬ 

herence to policies that may result in discrimi¬ 
nation. 

f. The rate and speed of collection proceedings 

initiated by the bank, as well as its willingness to 

renegotiate terms. 

If no conclusion can be reached, the examiner may 

have to increase the number of files reviewed. 

9. When creditworthy applicants have been treated 

differently on what appears to be a prohibited 

basis, review more loan files to determine whether 

a pattern or practice exists. Discuss the situation 

with management and evaluate any reasons 

offered for the action taken. If the differential treat¬ 

ment cannot be adequately justified by manage¬ 

ment, record a violation of 12 C.F.R. 202.4, whether 

or not the violation is isolated. 

Fair Housing Act (Section 202 - Consumer Handbook) 
10 Determine if: 

a The bank appropriately displays the Equal 

Housing Lending poster (24 C.F R 110.10(c)) 

b The Equal Housing Lender poster meets the 

prescribed description (24 C.F R 110.25(a)) 

11 In conjunction with the other consumer sections 

(Truth-in-Lendmg and Interest on Deposits), review 

an appropriate amount of advertising copy to en¬ 

sure that all written advertisements relating to real 

estate include a facsimile of the logotype in the 

si/es prescribed and as required by Banking Cir¬ 

cular No 13, Supplements 1 and 2 (24 C.F R 

109 30(a)) 

NOTE Examiners may decide to coordinate efforts 

and have one examiner review advertising copy for 

all three sections (Fair Housing, Interest on Depos¬ 

its, and Truth-in-Lending) 

12 From the sample files reviewed, complete the Fair 

Housing Act worksheet and determine if the bank’s 

appraisal standards meet the lending provisions of 

the Fair Housing Act Compare conclusions with 

those of the compliance officer and determine if 

internal controls and tests are sufficient to ensure 

compliance with these provisions. 

Fair Housing Home Loan Data System (Section 202 - 

Consumer Handbook) 
13. If a Fair Housing Home Loan Data System 

(FHHLDS) analysis report has been received from 

the Consumer Activities Division in Washington, 

perform the procedures necessary to assess the 

bank’s level of compliance with the Fair Lending 

regulations and proceed to step 17. Otherwise, 

proceed to the next step. 

14 For banks required by the regulation to maintain 

information on monthly home loan activity (refer to 

Compliance Questionnaire #7 received in Request 

Letter), determine if there is a system to ensure that 

all applications for home loans will be included and 

that the Monthly Home Loan Activity Format is 

completed accurately and in a timely manner, (12 

C.F.R. 27.3(a)) 

15. If the bank was previously exempt from completing 

the Monthly Home Loan Activity Format, determine 

whether it has lost its exempt status. If so, ensure 

that the Consumer Activities Division in Wash¬ 

ington, D.C. is notified. 

16 Utilizing the sample files reviewed by the com¬ 

pliance officer, complete the appropriate section of 

the Fair Housing Home Loan Data System work¬ 

sheet pertaining to home loan applications to de¬ 

termine if the compliance officer ensures that in¬ 

formation is obtained as detailed in the regulation. 

17. For banks required to maintain an inquiry/ 

application log, review the log from selected de¬ 

cision centers and the Comptroller’s written no¬ 

tification to determine if: 

a The bank is maintaining and submitting the log 

in accordance with the Comptroller's no¬ 

tification under 12 C.F R 27 4(b) and as re¬ 

quired by 12 C.F.R. 27 4(c) 



b The procedures followed in maintaining the log 

ensure all required inquiries and applications 

are included. 

Fair Credit Reporting Act (Section 203 - Consumer 

Handbook) 
18. Find out from appropriate lending personnel if 

credit bureau reports or other outside information 

are used to evaluate credit applications. If so, 

complete the remaining procedures related to Fair 

Credit Reporting Act. If not, proceed to the Fair 

Lending Examination Conclusion 

19. From the sample of reiected loan application files 

reviewed by the compliance officer, determine 

whether. 

a. The institution, as a user, makes the reguired 

disclosures (12 U.S.C. 1681 m(a)) 
b. The institution has procedures to inform con¬ 

sumers (upon request) of the nature of the 

"other" outside information. (12 U.S.C. 

1681 m(a)) 

20. If the institution is a consumer reporting agency, 

determine if there are procedures to ensure that: 

a. Required disclosures are made to consumers 

(12 U.S.C. 1681 g) 
b. Obsolete information is not reported. (12 U.S.C. 

1681c) 
c. Accuracy disputes are resolved with the cus¬ 

tomer. (12 U.S.C. 1681 i) 
d. Reports are provided only for legitimate pur¬ 

poses. (12 U.S.C. 1681b) 
e. Proper records are maintained on each recipi¬ 

ent of information about a consumer. (12 U.S.C. 

1681g(a)(3)) 
f. Personnel are adequately trained in the furnish¬ 

ing of information. (12 U.S.C. 1681b and c) 

g. Procedures are followed to ensure maximum 

possible accuracy of information received, re¬ 

corded, and reproduced. (12 U.S.C. 1681e) 

Conclusions 
21. If potential Fair Lending problems (e g., redlining, 

prescreening, effects test problems) are suspec¬ 

ted and are not confirmed by completing Tier I 

procedures, go to Tier II — Fair Lending — steps 

17 through 37 and perform those procedures 

deemed necessary to reach a conclusion about 

the level of Fair Lending compliance, causes of 

systemic weaknesses, and corrective action. 

NOTE: Check with the examiner performing the 

CRA procedures to avoid duplication 

22. Review the results of Tier I and summarize your 

conclusions about the bank's policies, pro¬ 
cedures, and practices regarding Fair Lending 

compliance. The summary should focus on 

a. Material policy deficiencies. 

b. Material internal control weaknesses 
c. Violations of laws, rulings and regulations 

NOTE: When preparing summary comments, be 

sure to determine if areas of noncompliance with 

Fair Lending regulations are subject to the Policy 

Statement for the Enforcement of the Equal Credit 

Opportunity and Fair Housing acts (refer to Section 

502.201.1 of the Consumer Handbook) 

23. Discuss the following with management: 

a. Violations of law, rulings, regulations or sig¬ 

nificant internal control deficiencies, with par¬ 

ticular focus and emphasis on the causes. 

b. Recommended corrective action for defi¬ 

ciencies cited. 
c. Bank’s commitment to specific actions for cor¬ 

recting deficiencies. 

24. Complete the appropriate section of the Compli¬ 

ance Data Sheet, including, as necessary, the list 

of violations. The data sheet should include cita¬ 

tions for all violations noted during the examination, 

whether or not they are in the ROSA; an isolated 

pattern or practice; or technical or substantive 

25. In conjunction with the other examiners working on 

consumer activities, ensure that consumer ratings 

are assigned (Section 504.500 1 of the Comp¬ 
troller’s Handbook for Consumer Examinations) 

and AEGIS is updated. 

26. Update appropriate work programs. 

The objective of these procedures is to determine the 
bank’s level of compliance with Fair Lending legislation 

through a sampling process (refer to guidelines under 

Section 003.1 of the Consumer Handbook). The exam¬ 

iner has already determined through Tier I procedures 

that either the bank does not have an internal system for 

monitoring compliance with Fair Lending laws or the 

internal system is deficient in sampling, frequency, 

scope, or independence. 

Tier II 

PROCEDURES 

1. Using guidelines provided in the Consumer Hand¬ 
book (Section 003.1), select a sample of loan files 
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for all loan types offered by the bank, including 

delinquent loans in the process of collection, real 

estate loans in the process of foreclosure and 

foreclosed, instalment loans in the process of 

repossession and repossessed and rejected and 

withdrawn applications. The sample should focus 

primarily on loans which have been recently made 

(within last 90 days). No purchase money real 

estate loan sample is necessary if a Fair Housing 

Home Loan Data System (FHHLDS) analysis has 

been provided. (Consumer Activities will notify the 

duty station if an FHHLDS analysis should be per¬ 

formed.) These files will be used to determine the 

level of compliance with Fair Lending 
requirements. 

NOTE Files sampled for one section of the Con¬ 

sumer Activities section could also be used to 

evaluate compliance in other sections. For exam¬ 

ple, files reviewed for the Fair Lending section 

could also be used to evaluate compliance with the 

applicable parts of the Consumer sections (i.e , 

Truth in Lending, Flood Disaster Protection Act, 

Real Estate Settlement Procedures Act). 

2 Repeat the Tier I procedures for specific laws (step 

7 et seq.) for the new sample of loans. 

Conclusions 

3. If potential Fair Lending problems (e.g., redlining, 

prescreening, effects test problems) are suspec¬ 

ted and are not confirmed at this point, continue 

with steps 4 through 24, but perform only those 

deemed necessary to reach a conclusion about 

the level of Fair Lending compliance, causes of 

systemic weaknesses, and corrective action. 

NOTE: Check with the examiner performing the 

CRA procedures to avoid duplication of these pro¬ 

cedures. If conclusions can be reached at this 
point, proceed to step 25. 

4 If the bank is not subject to HMDA, determine from 

bank records and through interviews, with appro¬ 

priate personnel, to the extent possible, the geo¬ 

graphic distribution of the bank's loans and pro¬ 
ceed to step 10 

5 If the bank is subject to HMDA and. 

a Has previously geocoded its statements for 

racial, ethnic and economic characteristics, 
proceed to step 10 

b Has not performed any geocoding analysis, 

obtain the three most recent HMDA statements 
and proceed to step 6 

6. If necessary, and to the extent applicable, com¬ 

plete the Home Mortgage Disclosure Act portion of 
the Community section 

7 Obtain the most recent demographic census tract 

information on the bank's CRA-delineated local 

community and on its effective trade area from the 

Home Mortgage Disclosure Act Aggregation Ta¬ 

bles distributed to the District Office by the Con¬ 

sumer Activities Division in Washington, D C. 

8. Identify the areas of the bank’s local community 

that are likely to be subject to redlining on the basis 

of the community's racial, ethnic or religious char¬ 
acteristics. 

9. Geocode the HMDA statements obtained in step 

5b for racial, ethnic and economic characteristics. 

10. Test for indications of illegal pre-screening and/or 

redlining by analyzing the distribution of loans and 

information obtained thus far, to determine 
whether: 

a. There is little or no lending activity in minority or 

racially mixed neighborhoods or commercial 
areas. 

b. There are concentrations of credit in certain 
areas. 

c. There is a disproportionately low level of re¬ 

jected applications, an inordinately high level of 

withdrawn applications and/or a high per¬ 

centage of protected class members among 

the withdrawn applications. 

11. If any of the conditions under step 10 exist, deter¬ 

mine whether the bank has the following: 

a. Application policies or procedures designed to 

discourage or that have the effect of dis¬ 

couraging persons from applying for credit on a 

prohibited basis, if no formal policies exist, 

interview loan officers and determine what ap¬ 
plication process is used, 

b Selective marketing practices, 

c. Selective branch locations and services 

d Procedures authorizing reviews of applicant 

financial data or property characteristics by 

other than loan officers prior to formally submit¬ 

ting an application, to determine eligibility 

e Practices of determining creditworthiness or 

eligibility on the basis of information obtained 

from telephone conversations, particularly from 

questions concerning property location 

f The use of pre-arranged questions 

g Referrals of, or advice to, applicants by persons 
outside of the bank 



12. Determine by reviewing the bank’s policies and 
procedures, and/or interviews with management if 

any disproportionate negative impact on a pro¬ 

tected group of customers results from guidelines 
or standards used relating to any of the following: 

a. Applicant eligibility requirements, 
b Security (property) eligibility requirements. 

c. Appraisal standards. 
d. Income ratios, stability, reliability and/or source 

requirements. 

e. Loan-to-value requirements. 

f. Other criteria. 

13. Determine how an application is made, how it is 

processed and what records are maintained by 

considering: 

a. When applications are obtained and where 

they are submitted. 
b Whether there is an application fee or appraisal 

fee, its amount, when and how often it is paid, 

and under what conditions it is waived or re¬ 

funded. 
c. Whether there is anyone authorized to review 

the applicant’s financial data or property 
characteristics before the application is for¬ 

mally submitted, to determine eligibility. If so, 

determine how it is done, who is so authorized, 

and whether any record is kept of applications 

not ultimately submitted and whether the prac¬ 

tice occurs even though it is not formally author¬ 

ized. 
d. What information is available to applicants by 

phone and whether any pre-qualification or 

prescreening is done. 
e. What information an inquirer is asked to give, if 

he or she calls on the telephone for information, 

and whether the property address is asked and 

why. 
f. Under what circumstances persons are told 

that loans are not being made in certain areas. 

g. Where an application is submitted (i.e., for¬ 

warded to a central loan department or pro¬ 

cessed by the branch). 
h. Under what conditions an appraisal is ordered 

i. What happens after all the verifications are 

made and the appraisal is returned. Who, then, 

reviews the file? If any information is un¬ 

favorable or does not check can the application 

be rejected? If so, is any record kept7 Who has 

authority to make such a rejection7 
j If the verified information on the application and 

the appraisal support the loan sought, deter¬ 

mine: 
• How it is decided whether to make the loan. 

• Whether a loan committee, loan officer, ex¬ 

ecutive officer, or the board of directors 

makes the decision. 

• What record is kept of decisions and reasons 

for decisions. 
k. Whether the applicant fills out his or her own 

application or the information is taken by the 

bank’s employee. 

14. Determine if different collection procedures are 

used due to race, sex, etc., by reviewing: 

a. The borrower’s name and property address of 

every home loan account that has been fore¬ 

closed upon or resulted in legal proceedings in 

the past year. A sample of these may be looked 

at if there is a large number of foreclosures. 

b. A representative sample of collection files and 

cards to determine if any bear a notation or 

code representing race, sex, etc. 

15. Review the bank's appraisal policies and deter¬ 

mine if the standards used reflect non- 

discriminatory appraisal standards of the Ameri¬ 

can Institute of Real Estate Appraisers and the Fair 

Housing Act. 

16. Determine if any map or list presently used by the 

bank or by appraisers for the bank demarcates 

geographical areas on any of the following bases. 

a. Racial, national or ethnic composition. 

b. Income level of residents. 

c. Rising or declining values. 

d. Age range of properties. 

e. Value range of properties. 

f. Loan or non-loan areas. 

g. High or low risk. 
h. Other similar category. 

17. If any map or list referred to previously exists, 
document the details including how the map or list 

is used, who maintains it and how areas are deter¬ 
mined to belong to one category or another. De¬ 

termine where the map or list and a description of 

each area demarcated is kept. 

18. Interview lending personnel in both the instalment 

loan and real estate mortgage departments to de¬ 
termine the criteria for credit decisions. The inter¬ 

view should be structured to determine the indi¬ 

vidual’s familiarity with the bank’s established 

credit policy and prohibitions imposed by the Fair 

Housing Act 

19 Determine if non-compliance with any Fair Lending 

requirements can be considered a pattern or prac- 
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tice by expanding the sample of loan files (if 
necessary), 

20 Based on the information obtained under steps 10 

through 19, determine whether the bank has en¬ 

gaged in illegal pre-screening or redlining Record 

violations of 12 C.F R 202.4 or 202.5(a), as appli¬ 
cable, when: 

a. Little or no lending activity occurs in minority or 

racially mixed neighborhoods as the result of 
illegal pre-screening or redlining. 

b. Abnormal levels of rejected and/or withdrawn 

applications exist as the result of exclusionary 

or discouraging practices and discriminatory 
impact can be documented. 

21. If a conclusion cannot be reached regarding the 

existence of any form of illegal discrimination, dis¬ 

cuss relevant findings with the examiner in charge 

and/or the supervisory office to determine the 

proper reporting format. If appropriate, recom¬ 

mend that a Fair Lending investigation be 
conducted. 

22. Based on the evaluation of the bank's overall com¬ 

pliance with Fair Lending laws and CRA, determine 

if conditions exist that would lead the OCC to 

require the bank to maintain an inquiry/application 

log. If so, discuss those conditions with manage¬ 

ment and include appropriate comments in the 
Report of Supervisory Activity. 

23 Determine if additional areas of noncompliance 

with Fair Lending regulations are subject to the 

Policy Statement for the Enforcement of the Equal 

Credit Opportunity and Fair Housing Acts (Refer to 

Section 502 201 1 of the Consumer Handbook). 

24 Discuss potential effects test problems in the 

ROSA if bank policies and procedures identified 

during the examination appear to be discriminatory 

in effect, but available documentation cannot sup¬ 

port a violation of law. Include in the discussion. 

a A statement of the policy or practice and its 
probable disparate impact 

b The bank s reasons for the policy or practice in 

terms of the business need or relationship to 
creditworthiness. 

c. Less discriminatory alternatives which would 
serve the business need. 

25. Review the results of Tier II and summarize your 

conclusions about the bank’s policies, procedures 

and practices regarding Fair Lending compliance. 
This summary should focus on: 

a. Material policy deficiencies, 

b Material internal control weaknesses, 

c. Violations of laws, rulings and regulations. 

NOTE: When preparing summary comments, be 

sure to determine if areas of noncompliance with 

Fair lending regulations are subject to the Policy 

Statement for the Enforcement of the Equal Credit 

Opportunity and Fair Housing Acts (refer to Section 

502.201.1 of the Consumer Handbook). 

26 Discuss the following with management: 

a Violations of law, rulings, regulations or sig¬ 

nificant internal control deficiencies, with par¬ 

ticular focus and emphasis on the causes, 

b Recommended corrective action for defic¬ 
iencies cited. 

c. Bank’s commitment to specific actions for cor¬ 
recting deficiencies. 

27. Complete the appropriate section of the Com¬ 

pliance Data Sheet including the list of violations. 

The data sheet should include citations of all vio¬ 

lations noted during the examination, whether or 

not they are included in the ROSA, an isolated 

pattern or practice, or technical or substantive. 

28. In conjunction with the other examiners working on 

consumer activities, ensure that consumer ratings 

are assigned (Section 504 500.1 of the Comp¬ 
troller's Handbook for Consumer Examinations) 
and AEGIS is updated. 

29. Update appropriate work programs. 



Remarks by Robert L. Clarke, Comptroller of the Currency, before the Assembly for 
Bank Directors, Orlando, Florida, November 3, 1989 

Last year, a good friend of mine, Bob Richardson, and 
Bob’s hunting buddy, John Harris, set out to do what 
they liked to do best: hunt deer They drove out into the 
country and stopped at a farmhouse to ask the farmer 
for permission to hunt deer on his wooded land. 

John stayed in the car as my friend Bob walked over to 
the barn to ask permission. The farmer said that he had 
no problem with the request, but he asked Bob if he 
would do a favor for him in return. “Sure,” said Bob, 
"what can I do7” 

“Well,” said the farmer, "you see that mule down there 
in the pasture? He's so sick that I have to get rid of him. 
But the kids and the wife are heartbroken about it. 
We've had him, for 25 years and he is just like a pet to 
the family. I just don’t have the heart to shoot him in front 
of their eyes. But I’m taking the family to town in about 
15 minutes. If you could come back and shoot him for 
me then, I’d appreciate it.” And my friend Bob said that 
he would certainly do what the farmer asked. 

Wanting to play a joke on his buddy, John, my friend 
Bob walked back to the car, jumped in and said: “The 
farmer said, 'no way,’ and has ordered us off the land." 
Bob then drove off, and for the next 10 minutes he 
drove and bad-mouthed the farmer. Then he turned to 
John and said, "Let’s go back and give that farmer a 
lesson he’ll never forget.” 

They drove back to the farmyard, where Bob noted that 
the farmer’s car was gone. 

Bob got out of the car and told John: “See that mule 
down in the pasture? I’m going to take this rifle and 
shoot the sucker; that’ll show that farmer.” He whipped 
out his rifle, walked to the fence, aimed, and shot the 

mule. 

But before he could take his rifle from his shoulder, he 
heard John fire three quick shots and announce: “I got 
two cows and a dog — let's get the hell out of here.” 

If you think about it for a moment, I'm sure you would 
agree with me when I say: if you don't communicate 
with people openly, honestly, and directly, you’re ask¬ 
ing for problems. That is why everyone at the Office of 
the Comptroller of the Currency—from the Comptroller 
down to the most recently hired bank examiner—puts 
such an emphasis on explaining what we observe, 
what we do, why we do it, how we reasoned through it, 
what we concluded, and what our expectations are. 

And we make an even greater effort to do so when it 
comes to supervisory policy. 

From our perspective, we are all—bank officers, bank 
supervisors, bank directors—intent on the same goal 
assuring the strength and profitability of the institution 
The two are directly related. As a supervisor, our mis¬ 
sion is to assure the safety and soundness of the 
national banking system. You cannot have a safe and 
sound national banking system unless you have strong 
and profitable national banks. Bank officers and bank 
directors, on the other hand, have a more limited inter¬ 
est: return on investment. 

But these diverse interests lead us all to the same point 
and to the same goal: doing what’s best for national 
banks. That doesn't mean, however, that we have the 
same functions to perform, the same roles to play. Bank 
officers make the day-to-day decisions. Bank directors 
set the overall direction and course for the institution. 
Bank supervisors make sure that the institution com¬ 
plies with law and regulation and also that it is run under 
good management practices. But I don’t see these 
three functions as necesarily adversarial. Rather, be¬ 
cause we all aim at the same goal, I see them as 
complementary. 

Boards of directors don't exist to make day-to-day 
decisions. Boards exist to select and set the direction 
for the officers who do make day-to-day decisions 

Supervisors don't exist to manage banks. That's what 
bank managements—officers and directors—are for 
Bank supervisors are there to make sure the officers 
and directors know what they want to do and how to do 
it. If bank managements already know what to do and 
how to do it, we supervisors are free to focus our 
attention on problems ahead and how to prevent them 
We believe that situation is the best of all possible 
worlds: officers and directors managing: supervisors 
checking, advising, consulting and warning 

We don’t see ourselves as a substitute for good man¬ 
agement. We see ourselves as a supplement to good 
management. And over the last several years we have 
transformed our way of doing things in an effort to bring 
that best of all possible worlds into existence Of 
course, our approach does not in any way affect the 
portion of our mission at the OCC that deals with fer¬ 
reting out fraud, insider abuse, and bank compliance 
with law and regulation Our commitment, and our role 
as police in that regard, have not changed one bit 
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But fraud, insider abuse, and other such crimes reflect 

a relatively small threat to the national banking system 

rompared to the potential threat that bad management 

represents Indeed, the quality of management and 

management's performance are the key to a bank's 

success and to the safety and soundness of the bank¬ 

ing system Effective bank supervision will focus on 

assuring managerial quality and high performance. 

And this strong and effective bank supervision, com¬ 

bined with two other elements, will assure that our 

national banking system remains safe and sound. 

The topic is timely. We have just witnessed the largest 

deposit insurance failure since the federal deposit 

insurance system was created And everyone is asking 

what we can do to be sure that a similar failure never 
again happens. 

What are those other two elements to which I just 

referred9 One, we have to have real capital standards. 

And two, we have to ensure timely closing of insolvent 
banks. 

Nothing argues for these three necessities, strong and 

effective supervision, real capital standards, and timely 

closing of insolvent institutions, as eloquently as the 

devastation that resulted from their absence in the 

savings and loan industry during the early 1980s. The 

Financial Institutions Reform, Recovery and En¬ 

forcement Act (FIRREA in common jargon) was the 

response to that devastation. The impetus behind 

FIRREA was the determination to make sure that such 

devastation would never happen again to S&Ls and 

never happen at all to banks. 

We at the OCC, together with our counterparts at the 

other federal banking agencies, have worked and will 

continue to work to create and maintain effective real 

capital standards. Along with the Federal Deposit In¬ 

surance Corporation and the Federal Reserve Board, 

we have adopted new and stronger capital require¬ 

ments for all banks Beginning at year-end 1990, the 

capital requirements for banks will be explicitly related 

to the risks in their assets and activities At the same 

time, these standards will redefine the components of 

capital — most importantly, by increasing minimum 

equity capital requirements for banks. This effort will 

contribute to a continued strengthening of real capital 
at national banks 

We are also working to ensure that insolvent banks are 

closed in a timely manner Like other businesses, some 

Far ks fail The longer we wait to close a failing bank, 

the more expensive the failure becomes to the Bank 

insurance Fund and the more risk the failing bank 
preser fs to the system as a whole We expect to adopt 

a *r a rule soon that would declare a national bank 

insolvent earlier than we do now. Current OCC practice 

is to declare a bank insolvent when it has depleted its 

primary capital, which consists of equity and many 

other elements such as the loan loss reserves. Con¬ 

sistent with the increasing emphasis on equity capital, 

our proposal would allow us to declare a bank involvent 

when its equity capital alone is depleted. 

Yes, these three elements will assure that a catastrophe 

such as the one that devastated the thrift industry will 
never visit the national banking system. 

But if the first of these three key elements — strong and 

effective supervision — is to be a success, those of you 

from national banks must develop an understanding of 

what we at the OCC are doing in bank supervision and 

why we are doing it. So I hope you will all bear with me 

while I take a few moments to discuss what our bank 

supervision entails and to highlight the improvements 

we have made in our supervisory techniques. I hope 

that those of you from state-chartered institutions will 

find this discussion equally interesting, because you 

will have an opportunity to hear how the other half lives. 

As you know, the OCC assesses the financial condition 

of national banks, evaluates their management pro¬ 

cesses, takes action to require bank managements to 

correct weaknesses, and, when private capital sup¬ 

porting a national bank is depleted, closes the bank. 

Banking involves considerably more complexity than it 

did only a few years ago. Technology enables large 

amounts of funds to move swiftly. Funding sources are 

varied and plentiful and can permit faster growth than 

would normally occur only from the markets served by 

banks. The markets themselves are subject to volatility 

and can change the quality of a bank's portfolio more 
-apidly than in the past. 

In the face of these developments in the banking 

environment, at the OCC we determined several years 

ago that we had to change if we intended to carry out 

our mission effectively. Formerly, we operated on a 

calendar driven examination schedule that provided 

for periodic examinations of every national bank A 

group of examiners went into an institution and com¬ 

pleted a set of defined procedures that were applied to 

every bank. This cookie-cutter approach worked be¬ 

cause banks operated similarly. This approach did a 

good job of identifying problems after they had already 

occurred, but did not necessarily identify the under¬ 

lying cause of problems. In addition, it provided only a 

snapshot of the bank's condition, which carried over 

until it was time for the next examination In the mean¬ 

time, examiners went on to do the same thing at other 

banks There was little ongoing analysis of a bank's 

condition between examinations, except those banks 

that were already experiencing significant problems 
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Today, the OCC supervises each and every national 

bank in an ongoing fashion. Our approach is a com¬ 

bination of on-site and off-site supervision: off-site for 

analysis, on-site to verify effectiveness of risk man¬ 

agement systems, assess the quality of the loan port¬ 

folio, and so on. 

Blending off- and on-site activity is the key, and our 
examiners are getting better at determining the exact 

mixture for each institution. In other words, those things 

that can be done off-site we do off-site. But those things 

that must be done on-site we do on-site. 

As you may imagine, at the large multinational insti¬ 

tutions there is much that must be done on-site, so we 

literally keep an examiner on-site at them all the time. 

The same is true for large regional institutions, where 

much must be done on-site, so we keep an examiner 

on-site at them much of the time. 

But, we realized that we did not have to be present in 

the flesh in most banks to do everything that needed to 

be done. Some things, yes. But not everything. 

And the technology that enabled us to divide our ac¬ 

tivities into on-site and off-site was the computer. 

A rough parallel of this technology’s impact on us can 

be seen in its impact on consumer banking Several 

years ago, to do most of the things that individual 

consumers do at a bank, a customer had to be physi¬ 

cally present at the bank during bankers' hours. Then 

came telephone banking, then the automatic teller 

machine, and then home banking. Now, the consumer 

doesn’t have to be physically present at a bank to do 

routine business The consumer has a choice 

And so do we. Now some critics have opposed our 

change in methodology. They have become fixated on 

a periodic, top-to-bottom, count-the-cash examination 

by examination teams. “How do you know what’s there 

if you don’t see it with your own eyes?” they ask. 

Well, I’ve never been to the Soviet Union. But I have no 

doubt that Moscow exists. I have it on good authority. 

Never once in my life was I in the same room with the 

late Princess Grace of Monaco But I think I could give 

you a fairly complete description of what she looked 

like. Because I've seen accurate photos of her, as well 

as her performances in films and television. 

A geography book will tell you that the length of the 

Earth’s equator—an imaginary line around the cir¬ 

cumference of the globe—is 24,902 miles, not taking 

into account changes in elevation. But you don’t have 

to go to the tropics with a tape measure to measure it 

You can, and scientists do, get a reasonably accurate 

estimate of that line by using mathematics, a form of 

“technology." 

Some information, however, you have to be physically 

present to obtain. And if you suspect the information 

you are receiving is bogus, you have to be physically 

present to check it out. Our efforts should be judged by 

whether they work. If they work, they work. They should 

not be judged by whether they meet someone's fixa¬ 

tion. 

The critics who oppose our change in approach remind 

me of the second-grader who said: “Teacher, I ain’t got 

no pencil.” And the teacher said, “Billy, it’s I don’t have 

a pencil. I don't have a pencil. You don’t have a pencil. 

We don’t have any pencils. They don’t have any pen¬ 

cils." And Billy said, "Teacher, what happened to all 

them pencils9” 

Any type of fixation lessens one’s flexibility. Fixation on 

form prevents one from taking advantage of more 

efficient processes. 

Just how, exactly, does our current supervision pro¬ 

cess work? With the exception of institutions where we 

have a resident examiner, each bank is assigned to an 

examiner to monitor. The examiner regularly gathers 

and analyzes extensive information on each bank for 

which the examiner has been given responsibility. This 

information comes from visits to the bank, from regu¬ 

larly filed financial reports, and from data specifically 

requested by the examiner. The information gathered 

and the analyses performed are designed to assess 

and address the level of risk in each bank. Examiners 

are provided with a variety of technical and analytical 

tools to determine the overall condition of the bank and 

to communicate the results to OCC management and 

to the management and board of directors of the bank 

We maintain a comprehensive computer-based data 

file on each national bank, including, among other 

information, the results of examinations and other 

analyses, summaries of communications with man¬ 

agement and the board of directors, a description of 

any enforcement actions, and statistical data on bank 

performance generated both by the institution and by 

us. The information is maintained on a current basis as 

events occur or as analyses are completed, and it is 

available to OCC supervisory staff at all times. We also 

provide access to our data base to our fellow supervi¬ 

sory agencies as part of our efforts to coordinate 

supervision. 

In short, the data base provides a comprehensive 

overview of the condition of the individual national bank 

and a broad perspective on what is being done, and 

what needs to be done, to supervise each one Most 
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mportant. it provides this overview and perspective, 

not t^om the last time the bank was examined—be it last 

month or six months ago or last year—but from last time 

our examiner reviewed it. If we find a problem, we don’t 

hesitate to go into a bank, and if it is necessary, to work 

there continuously until the problem is resolved We go 

into banks to conduct compliance examinations. We 

go into banks for targeted examinations, when it is the 

judgment of the examiner that we need a hands-on look 
at something. 

he field examiner—the person with the most direct 

knowledge of the condition of the individual bank—has 

the initial responsibility for deciding what needs to be 

done to supervise the banks that are assigned to him. 

Supervisory strategies developed by the field examiner 

are reviewed and approved by more senior OCC per¬ 

sonnel This ongoing supervision and analysis of banks 

provides the OCC the flexibility to direct resources to 

those banks whose condition poses the greatest risk to 
the banking system. 

Furthermore, in an attempt to identify problems before 

they become too serious, the OCC's supervision also 

includes developing information about emerging 

economic conditions, such as weakening markets. 

When such trends are identified, the OCC can direct 

attention to specific activities in particular groups of 

banks known to be vulnerable to these trends, some¬ 

times before problems develop. For example, in 1988 

we became concerned about softening commercial 

and residential real estate markets in some cities. We 

conducted examinations focused on the real estate 

lending practices of national banks with large real 

estate loan exposures in those areas. We held group 

meetings with managers and directors of a large num¬ 

ber of banks in the regions involved to sound an early 

warning about the trends we were observing. Ad¬ 

ditionally, we met with managers and directors of the 

individual banks in which our findings raised supervi¬ 
sory concerns. 

We are continuing to monitor these regional markets 

and to focus our analyses on potential trouble spots a 
year or more ahead of actual problems. 

And this is exactly how we prefer national bank supervi¬ 

sion to operate in the future: Not by focusing on past 

problems with 20/20 hindsight, as we have done in the 
past But by looking ahead 

n short there are two ways to examine and supervise 

banks The first—and the traditional way—is to period- 

Sd"/ subject an institution to intensive on-site inves- 
ga’isn whether it needs one or not The second way, 

‘r e way we at the OCC operate now, is to keep the 

nstitution under ongoing surveillance, monitoring the 

/*al signs and other indicators, on-site and off-site If 

these indicators suggest something may be wrong, we 

investigate, and if something is wrong, we act to correct 
it. 

Neither way is perfect. But we believe our current 

approach is the best under current conditions. 

It is better than the traditional approach in preventing 

grievous harm where patients can easily sicken. It 

aliows us as supervisors to act as physicians fighting 

disease and promoting health rather than as coroners 
searching for the cause of death. 

Yes, strong and effective bank supervision, along with 

real capital standards and timely closing of insolvent 

institutions, will assure that a catastrophe such as the 

one that devastated the thrift industry will never visit the 
national banking system. 

Now i said before that the national bank director makes 

a crucial contribution to bank supervision. What con¬ 

tribution'? Fulfilling your duties: by assuring the selec¬ 

tion of competent bank officers. By assuring that these 

officers continue to act competently and honestly. By 

taking an active and independent role in the bank’s 

affairs. By ensuring that the bank has plans and 

policies appropriate to the market situation. By making 

sure that the institution has management information 

and control systems. By assuring that the board re¬ 

ceives solid financial data and analyses that can an¬ 

swer questions about business performance and lev¬ 

els of risk And by monitoring day-to-day operations of 

the bank through management reports that the direc¬ 

tors have had verified for accuracy and reliability. 

I want to stress again that in the best of all possible 

worlds we don’t see ourselves as a substitute for good 

management; we see ourselves as a supplement to 

good management. The prerequisite to bringing that 

best of all possible worlds into being and maintaining it 

is good management. We expect bank managers to 

employ strong management principles and to identify 

and control the risks inherent in the business of banks. 

We then focus our attention on reviewing and testing 

the systems bank managers use to assess and control 
the risks they assume. 

And it is your responsibility as a director to see that your 

institution has good day-to-day management — an 

impossible task without good managerial processes, 

systems, and controls. Your importance cannot be 

overstated. Your judgment is the foundation on which 

the entire structure rests. 

If we are to be successful in our efforts, we need you to 

put your intellects to work, we need you to be the seeing 
eye, to be the thinking mind 

That’s no joke It is the honest truth 
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Recently, a friend of mine gave me a book that was 

published in the United States at the turn of the century. 

The book was titled, The Business Guide; or Safe 
Methods of Business, and it purported to be an objec¬ 

tive analysis of how to succeed at just about any com¬ 

mercial or financial endeavor. What the book had to say 
concerning banking — or rather, banking supervision 

— was interesting, if not instructive A banking system 

free from risk could be devised, it argued And in 

defense of its position, The Business Guide pointed to 

China, where banks never failed. Why? In the words of 

The Business Guide. . . the law in China provides 

that, when a bank fails, every man connected with it, 

including the managers and clerks, shall have his head 

chopped off, and they are all thrown in a heap, together 

with the books of the firm. This law has had such a 

beneficial effect that not a single Chinese bank has 

suspended payment within the last five hundred 

years.” I can see why. 

Today, we take a different view of the role of finance 

than the custodial view prevalent in traditional China. 

Certainly, we acknowledge and respect the need of 

savers to have their principal and interest secure. But 

we recognize the financial system has purposes other 

than meeting the need of savers for safe returns. In¬ 

deed, the financial system balances that need against 

the need to provide resources necessary for produc¬ 

tion and growth. 

We do not expect our financial system to eliminate risk. 

In fact, we expect it to assess, assume, and manage 

risk, just as the individual institutions that make it up 

assess, assume, and manage risks. 

But at times, for various reasons, some of these insti¬ 

tutions botch the job. So governments have created 

systems of financial institution supervision to control 

the damage from botched jobs and to establish pre¬ 

ventive maintenance to keep the jobs from being 

botched in the first place. 

Just as the financial system seeks to balance needs, 

financial supervisors seek to balance needs. We rec¬ 

ognize that risks are present in the system. We also 

recognize that the institutions we supervise must be 

given latitude to assess, assume, and manage risks. 

That is what bank supervision is all about: we get 

concerned when the banks we supervise are not as¬ 

sessing or managing the risks that they assume. Our 

concerns about the activities of supervised institutions 

are often not over what they are doing, but how they are 

doing it, because it is often the how that makes the 

difference between success and disaster. 

One of the areas in which the Office of the Comptroller 

of the Currency has concerns is how risks are being 

managed by national banks’ involved in highly lever¬ 

aged transactions (HLTs). 

I want to discuss those concerns with you today. I will 

focus first on our concerns with national bank activities 

in the U.S., and then I will turn to our concerns with 

national bank activities in Europe 

First, domestic activity. In the spring of 1988, the OCC 

completed a survey of highly leveraged financing ac¬ 

tivities at national banks. Taking into account the re¬ 

sults of this survey, we concluded that national bank 

participation in highly leveraged financing did not, at 

that time, pose undue safety and soundness concerns 

But we recognized that if these activities were im¬ 

properly managed, or market conditions changed, in¬ 

dividual banks could be exposed to undue risks We 

publicly warned banks not to enter the business unless 

they could understand, manage, and price the risks 

involved in highly leveraged financing We under¬ 

scored our warnings with the conclusion that highly 

leveraged financing clearly was not a business for all 

banks. 

Put even more simply, what we said was that highly 

leveraged transactions are not inherently unsafe They 

are fundamentally extensions of credit, like any other 

bank loans. But, as with any other bank loans, you can 

lose your shirt on them if you don’t know what you are 

doing. 

As a close observer of banking over the years I have 

seen crisis follow crisis in the U.S. banking industry 

Penn Central; W.T. Grant; the bursting of the Real 

Estate Investment Trust bubble; New York City’s finan¬ 

cial fiasco; Chrysler; Penn Square; Continental Illinois; 

recycling petrodollars to LDC’s; agriculture; energy, 

real estate. 

Yes, we seem to have gone from one crisis to another 

And in most, perhaps all, of these crises, bankers gave 

less thought to the consequences of their acts than 

they should have. They overexposed their institutions, 

sometimes because of competitive pressures that led 

them to disregard credit underwriting standards, 
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sometimes because they lacked sound credit under¬ 

writing standards in the first place, and sometimes 

because they were playing the game of follow the 

leader which, when unrestrained, inevitably leads to a 

particular type of business being overdone. 

In all of these cases, what triggered crisis for banks? 

Lending did — which is not at all surprising because 

banking is fundamentally the credit business. 

I could name other crises, but eleven in less than two 

decades makes the point: lending can be risky. 

If you strip away the ornate facade of highly leveraged 

transactions, what do you have so far as banking 

involvement goes? What do these transactions consist 

of? Credit — loans — debt. Debt that may be laced, 

iced, or frosted with an equity interest in some cases. 

But debt primarily, indeed, overwhelmingly. 

It’s interesting: when we made public our conclusions 

from our 1988 study — that HLTs are not inherently 

unsafe; they are like any other loans — people focused 

on the first part of the statement: "HLTs are not in¬ 

herently unsafe." They overlooked the second part of 

the statement: "They are like any other loans.” 

Because any loan can go bad — and it likely will go bad 

if it is not properly managed and controlled — an HLT 

can go bad too. Furthermore, the important point about 

HLTs is that they are highly leveraged HLTs are there¬ 

fore riskier than, say, making an automobile loan to a 

senior manager in a major corporation. 

Recent examinations targeting highly leveraged trans¬ 

action activity at 11 of the 17 largest banks (banks we 

call multinational banks) reaffirmed the conclusions we 

drew from the 1988 study. Much of the U S banking 

industry’s exposure to HLTs is at these 17 multinational 

banks. These companies have $79 billion in total HLT 

exposure Exposures range from 50 percent to 195 

percent of equity. Twelve of the banking companies 

had more than 100 percent equity exposure. And nine 

banking companies had more than 150 percent equity 

exposure The average was 135 percent. To put that 

figure into perspective, total real estate loans at the 17 

multinationals averaged 369 percent of equity and 

consumer loans averaged 193 percent In the 11 multi¬ 

nationals in which we did targeted examinations, HLTs 

made up four percent of the total loan portfolio. 

Hi T exposures in that context appear manageable 

But for several reasons, they cause supervisory 
concerns 

' irct growth in these types of transactions at some 

institutions has been rapid While banks appear to have 

been adequately compensated for risk, we are con¬ 

cerned that that might not be the case in the future, 

given the growing competition to finance HLTs 

Already, criticized HLTs relative to total outstanding 

HLTs increased from nine percent at the end of last 

year to 17 percent at midyear at the 11 multinational 

banks we targeted for HLT examinations. In other 
words, they almost doubled. 

Increases in criticized levels could portend high future 

losses. And with several large LBOs facing difficulty, it 

is certain that near-term criticized levels will rise further. 

Second, credit terms and structures are deteriorating. 

Competition among financial institutions is leading to 

less favorable terms for some lenders in some trans¬ 

actions. Prices being paid for companies are so high 

that it is not unusual to see senior debt maturities 

significantly lengthened. When the marketplace is as 

crowded as it appears the HLT marketplace has be¬ 

come, this type of competition almost always leads to 
abuses. 

To those bankers who are worried about missing the 

boat in this business, I have a few simple words of 

advice: remember the Titanic. There is always tempta¬ 

tion to keep doing transactions until they get overdone 

and to push ahead unthinkingly in an overcrowded 

marketplace. Bankers who contemplate participating 

in HLTs should not allow competitive pressures to force 
them to react instead of act. 

Instead of focusing on potential fees, they should first 

look at the fundamentals of the transactions. Do they 

make economic sense? Would they make sense if 

conditions or assumptions prove incorrect'? 

In considering an HLT, as with any type of financing, 

bankers should keep in mind that projections can be 

wrong. Indeed, projections have been wrong: assets 

that were to be sold can't be, or at least not for the 

anticipated price. Interest rates go up. The pressure on 

cash flows increases. In some cases, demand for the 

debt among potential syndicate participants doesn't 
materialize. 

When it comes to trying to read the future, I always keep 

in mind the wisdom of Solomon. That is to say, the 

wisdom of the economist Ezra Solomon, who said: "The 

only function of economic forecasting is to make astrol¬ 
ogy look respectable." 

Facts are not assumptions and assumptions are not 
facts. 

Third, agent banks are having more difficulty selling 



more transactions. Most agents have policies that limit 
the amount of an HLT transaction they will hold for their 

own account. We support such policies; in fact, we 

would criticize a bank if it did not have or follow them. 

However, some of the more recent transactions are not 

being sold down as quickly as agents had anticipated. 

As a result, agents are exposed in these credits to a 

greater degree than they would like. 

It is possible that this trend will continue. In that one of 

the so-called comfort factors in this business is the 

relatively small portion of the transactions that agent 

banks are willing to hold for their own accounts, this 

backlog in the distribution pipeline is worrisome. In 

order to complete transactions, banks may be forced 

to finance a larger share of the purchase price than 

would be desirable in order to limit and diversify risk. 

And any inability to sell down these larger exposures is 

of concern. 

Fourth, regional bank outstanding commitments to 

complex highly leveraged financing have increased. 

Although some regional banks clearly have the ability 

to evaluate these transactions, and have been doing so 

for years, we are concerned that banks without proper 

understanding of the transactions of appropriate risk 

management procedures and limits are participating in 

leveraged financing. At the very least, bankers who 

elect to participate in highly leveraged transactions 

need to make sure that any transaction they enter into 

doesn't violate their own underwriting standards and 

principles. 

As I pointed out earlier, we have already conducted 

detailed examinations in 11 multinational banks. In 

addition, OCC offices all around the United States are 

performing reviews of HLTs at all national banks with 

significant HLT exposure. Later this year, OCC exam¬ 

iners will put into effect a process for periodic monitor¬ 

ing of HLTs in all national banks with exposures greater 

than two percent of assets. 

This process will provide information on trends in both 

volume and credit quality. Review of these trends can 

help us identify institutions that may be taking undue 

risks. 

How will we know when banks are at or over the 2 

percent trigger? First of all, our examiners around the 

country are investigating HLT activity at all banks with 

more than a local market presence. And, as you may 

know, late last month the OCC, the Federal Deposit 

Insurance Corporation and the Federal Reserve Board 

adopted a common definition of HLTs. And we will 

encourage banks to file information on HLTs in their 

financial statements using this common definition, 

which was developed for use by our examiners, begin¬ 

ning at the end of the year. 

This will give bank supervisors a clearer picture of what 

is going on out there. And it will give the market more 

opportunity to develop uniform information for com¬ 

paring a bank’s exposure and performance with the 

exposure and performance of its peers. And that’s an 

important point. Markets work. And they work faster 

and better when they have reliable information, infor¬ 

mation like what I’ve discussed today. 

As our concerns about national bank involvement in 

HLTs in the United States have grown, so, too, have our 

concerns about national bank involvement in Europe 

We expect overseas leveraged financing to continue to 

grow rapidly. And given that expertise in HLTs de¬ 

veloped in the United States, we expect U.S. banks to 

be major participants in this growth. Indeed many U.S 

banks are already planning for increased involvement 

in Euro-HLT-type transactions as the unified European 

market of 1992 draws nearer. American banks have 

targeted cross-border merger and acquisition activity 

in their strategic plans. U.S. bankers see a competitive 

edge because of their European branch networks and 

years of expertise developed in the U.S. 

With that in mind, structural and cultural differences will 

expose U.S. banks to risks different from those found in 

leveraged financing in the U.S. For example, because 

a U.S.-style junk bond market in Europe has not de¬ 

veloped, risks that would be assumed by bond under¬ 

writers in the U.S. will likely be assumed by bank loan 

syndication departments in Europe. In addition, some 

U.S. banks have no well-established loan distribution 

network in Europe that would facilitate selldown of 

exposures. Add to those factors the uncertainties that 

1992 consolidation will bring in terms of new corporate 

structures and new management teams, and differing 

European accounting standards. Once all the addition 

and factoring is done, you end up with interesting 

problems. 

Events over the summer have supported some of our 

concerns, as well as raising the interest of the Bank of 

England. For example, as the Euro-HLT market con¬ 

tinued to grow, the pricing and structure of deals have 

become more aggressive. At the same time, there was. 

and continues to be, an anxiety to do deals and make 
money during a period of earnings pressure in other 

European markets. Importantly, the failure of several 

Euro-HLTs in the United Kingdom, and the failure of 

some in the U.S., has demonstrated just what can go 

wrong with this species of transactions In particular, 

the syndication failure of the Magnet Pic MBO high¬ 

lights the underwriting risk exposure taken on by the 

banks As a result of that failure, £629 million now rests 
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in the hands of nine commercial bank underwriters who 

were planning to keep only nominal amounts of debt 
themselves 

In looking at national bank involvement in HLTs, both at 

home and abroad, we keep in mind the three general 

principles that we apply in considering all national bank 

activity: one, almost anything is easier to get into than to 

get out of: two, there are more ways to do something 

wrong than there are to do it right; and three, a watched 
pot never boils over. 

In addressing our concerns — at home and abroad — 

we already have the authority to do what we believe 

needs to be done; that is, the authority to ensure the 

safety and soundness of the national banking system. 

In other words, our authority to set prudential stand¬ 

ards. We also have the means to assure that problems 

are resolved through examinations covering asset 

quality, the quantity of credits, and examinations that 

check whether banks are following their own risk man¬ 

agement systems. We define and communicate our 

concerns, then we have monitoring authority to check 

to see whether our concerns are addressed. And fi¬ 

nally, we have the authority if need be to take super¬ 
visory enforcement action. 

I want to stress that we perform HLT examinations with 

a consolidated, corporate-wide approach. That means 

that we will monitor and review national bank in¬ 

volvement in HLTs abroad as closely as we do in the 
United States. 

In her first Lord Peter Wimsey novel, Whose Body, 

Dorothy Sayers has her hero remark: . I always think 

that the franker you are with people, the more you're 

likely to deceive ’em; so unused is the modern world to 

the open hand and the guileless heart." 

At the OCC, we take the opposite point of view. We 

prefer to take the mystery out of our actions. We believe 

that straightforward and frank discussion is appropri¬ 

ate at all times — the antidote to deception, including 
the deception of self. 

We don’t want anyone to guess what our intent is or 

what we expect. Which is why I’ve been straightforward 
and frank with you today. 

In the past, the OCC has stated that HLTs did not pose 

an undue risk to the safety and soundness of individual 

banks or to the banking system. But we’ve seen many 

of the terms of those transactions change in the last 

year. Some of these changes prompted increased 

concern — concern about activities in the U S. and 

concern about activities abroad. We’ve done much to 

address those concerns. And, as I’ve outlined, in the 
future we will do more. 

Remarks by J. Michael Shepherd, Senior Deputy Comptroller for Corporate and 
Economic Programs, before the First International Financial Institutions Manage¬ 
ment Conference, Paris, France, November 29, 1989 

i am pleased to participate in the first International 

Financial Institutions Management Conference and to 

offer the perspective of a U S. bank supervisor on 

capital regulation in the banking system. 

In America, we use the expression that someone “can¬ 

not see the forest for the trees" to say that he has lost 

sight of the larger implications of an issue by paying too 

much attention to the details. This afternoon I will try to 

look with you at the forest and the trees — and a few 

leaves because, as bankers, you appreciate the impor¬ 

tance of attention to detail I will outline the need for 

financial institutions to build a strong capital base, 

describe the central importance of capital to bank 

supervisors review some of the implications of the 

Bank for International Settlements (BIS) capital guide- 

imes, and examine some of the approaches taken by 

banks and savings and loans in the United States to 
build capital 

Capital adequacy is critical to a well-managed financial 

institution and is a fundamental aspect of prudential 

bank supervision. Not only is capital a buffer against 

losses and a protection against failure, the requirement 

that adequate capital be maintained is also an impor¬ 

tant constraint or reckless growth. Since equity capital 

will represent a higher proportion of regulatory capital 

requirements under the new risk-based capital guide¬ 

lines, banks increasingly will be required to meet the 

expectations of the markets as well as the regulators. 

Capital restraints on growth are especially important as 

barriers against product and geographic expansion 

are lowered For example, banks in the European 

Community face unprecedented opportunities to 

expand their operations beyond their traditional mar¬ 

kets in 1992. In addition to new opportunities to offer 

banking services outside their home countries, they are 

moving quickly to take advantage of the broader range 
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of banking powers that are available outside their home 

countries. In the United States, historic barriers against 
interstate expansion are also tailing. By year-end 1991, 

U S. bank holding companies will enjoy free access to 

virtually all of our important banking markets. In 1980, 

only 14 bank holding companies in the United States 

offered full banking services in more than one state; by 

the end of last year, the number had risen to 136. 

We also expect foreign banks to increase their pres¬ 

ence in the United States. As post-1992 competition 

squeezes margins in Europe, some banks may choose 

to expand their operations in the United States. For¬ 

midable competition is also coming from the Pacific. 

For example, Japanese banking assets tripled in Cal¬ 

ifornia between 1982 and 1988; four of the ten largest 

banks in our most populous state are Japanese- 

owned. 

There is more at issue than the international standing 

and competitiveness of U.S. banks, important as that is 

to us. Consumers will benefit from reducing the geo¬ 

graphic and product market barriers that now constrain 

banks. They will benefit individually, for increased 

competition holds the key to better product prices, 

quality, and innovation and collectively, because 

expanded opportunities hold the key to a more efficient 

and stronger financial system. For example, a 1988 

Price Waterhouse study estimated that increased 

competition and greater efficiency resulting from an 

integrated financial market will lead to declines in the 

prices of financial services ranging from 4 percent in 

the Netherlands to 12 percent in France and 21 percent 

in Spain. European banks, moreover, may seek to 

capitalize on situations and products that offer com¬ 

parative advantage, or where they can take advantage 

of home country strengths such as well-developed 

securities distribution systems. Each of these expan¬ 

sionary moves requires additional capital support. 

In the United States, the condition of the national bank¬ 

ing system is fundamentally sound, and has improved 

recently. Trends in bank capital were particularly en¬ 

couraging in 1988 and the first six months of 1989; 

national banks added $13.9 billion to their equity capi¬ 

tal. Some of this equity base was eroded in the third 

quarter, however, when many of the largest banks 

made additional provisions against their loans to de¬ 

veloping countries. 

As of March 31,1989,165 U.S. banks reported holding 

$257 billion in cross-border, non-local currency claims 

on foreign borrowers. Of that amount, $74 billion was 

due from troubled developing country debtors. That 

figure represents a $28 billion reduction in the aggre¬ 

gate exposure of the U.S. banking system to such 

debtors since year-end 1982, when total exposure 

stood at $102 billion. 

Regulatory Requirements 

Recent actions by national supervisory authorities have 

drawn additional attention to the central importance of 

capital adequacy in bank supervision. In addition to 

development of a better measurement of a bank’s risk 

profile, movement toward international convergence, 

and the inclusion of off-balance sheet activities in the 

measurement of capital adequacy, perhaps the most 

important achievement of the BIS agreement is the 

increased emphasis on equity capital. We anticipate 

that U.S. national banks will continue to augment their 

capital, especially their equity capital, as a result of the 

risk-based capital guidelines. They provide, for the first 

time, regulatory guidance on the minimum amount of 

equity capital banks should maintain. This is important, 

since it is equity that provides an unambiguous cushion 

against unforeseen losses. 

At the Office of the Comptroller of the Currency, we 

have demonstrated our commitment to equity capital 

through the tandem leverage requirement proposal. 

We believe that capital requirements should be linked 

directly to all of the risks a bank faces, and that pru¬ 

dence requires that some minimum level of capital — 

preferably core capital — be maintained, even if the 

credit risk of a bank's asset portfolio is very low. There¬ 

fore, we have also proposed requiring banks to main¬ 

tain a minimum core capital to total asset ratio — called 

as the tandem leverage ratio — of at least 3 percent By 

so doing, we will be requiring national banks to hold a 

minimum amount of pure equity capital that will be 

available to absorb losses from unanticipated or extra¬ 

ordinary events. 

The leverage ratio will operate in tandem with minimum 

risk-based capital requirements. Thus, banks will be 

required to meet both tests. Implementation of the new 

requirements will affect many banks, especially the 

largest ones. Taken together, the risk-based guidelines 

and the tandem leverage ratio are designed to affect 

banks in three important ways. First, the risk-based 

capital requirements will create a better alignment 

between capital and credit risks. Second, by requiring 

capital for off-balance sheet activities, the new re¬ 

quirements will lead banks to review carefully how they 

market and price those services Third, redefining capi¬ 

tal to require a minimum amount of equity will increase 

the ability of banks to absorb losses from unanticipated 

events. 

Our commitment to equity capital is also seen by our 

new rule on the definition of insolvency The 758 com¬ 

mercial bank failures in the United States in the last five 
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years have shown us that virtually no banks that 

exhaust their equity return to health without assistance. 

Accordingly, we have changed our definition of insol¬ 

vency to allow the Comptroller to close national banks 

when they reach equity insolvency, even if they have 

not exhausted other capital components such as the 
loan loss reserve. 

How Can a Bank Increase Its Capital Ratio? 

The risk-based capital guidelines provide new oppor¬ 

tunities for banks to alter their needs by adjusting their 
risk profiles. 

The transition to risk-based capital guidelines is also 

having a significant effect on many banks’ evaluation of 

their capital adequacy. If the new capital requirements 

were in place today, the number of banks that fail to 

meet minimum capital requirements would increase by 

around 50 percent. More importantly, the banks most 

affected by risk-based capital — those taking specific 

steps to respond to it — are our big multinational and 

regional banks. These banks generally are taking these 

steps because of their substantial off-balance sheet 

activities and emphasis on commercial lending. We 

estimate that as of March 1989, 29 of the 41 banks with 

assets over $10 billion would not meet the 8 percent 

risk-based capital requirement. To be in compliance 

today without changing their mix of assets, those banks 

would have to raise over $10 billion in additional capi¬ 

tal. Thus, the largest banks in the U S. are going to have 

to make significant changes in their activities or capital 

base in order to comply with the new capital standards 
by year-end 1990. 

Raising Additional Equity 

Although the simplest response is to raise additional 

capital, for the banks that need new capital the most, 

this option is not practical. They must be able to offer 

investors a potential return great enough and likely 

enough to justify the investment, not only domestically, 

but also internationally, since one of the hallmarks of 

the 1980s has been the globalization of the capital 

markets Moreover, large foreign banks are increasing 

their presence in the U.S., thereby increasing the com¬ 

petition that U S banks face for profitable investments. 

New actions on the part of banks or bank regulators, 

however, may increase the ability of banks to raise 

additional capital Recent increases made by many 

banks to their reserves for losses from LDC loans may 

make it easier for them to raise additional capital be¬ 

cause it has the immediate effect of decreasing these 

banks' core capital levels However, the market re¬ 

acted to the banks recognition of the losses in their 

portfolio by increasing the stock price The operation of 

tax laws in some countries also may contribute to these 
effects. 

Banks can also increase their reliance on other forms of 

regulatory capital, notably subordinated debt, to in¬ 

crease capital. The bank must have core capital equal 

to 4 percent of risk-weighted assets, however, so sub¬ 

ordinated debt only helps as a source of regulatory 

capital if core capital is already sufficient. Since most 

large banks' capital deficiency is core capital, we ex¬ 

pect that only a few of the large banks will be able to 

meet the new capital requirements solely by increasing 

their levels of subordinated debt. They must increase 
their core capital as well. 

Another major source for increasing capital is by en¬ 

hancing earnings. Many of the multinational and large 

regional banks made record profits in 1988 and the first 

half of 1989. In addition, the consolidation of banking 

organizations in Europe and in the United States may 

allow surviving firms to capture efficiencies, profit from 

synergies, diversify risks, and broaden the earnings 
base. 

Legislative bodies and, to a lesser extent, regulators 

might also be able to provide new opportunities to 

increase banking profits, and thus the ability of banks 

to increase their capital levels, by increasing the range 

of activities permitted for banks and bank holding 

companies. Both the OCC and the Federal Reserve 

Board have been broadening the range of permissible 

activities through regulatory decisions in the United 
States. 

In the final analysis, some banks will not be able to 

respond to risk-based capital solely by increasing their 

capital levels. Instead, they are going to have to take 

steps to change the asset base by which their required 

capital level is determined. Banks are taking a variety of 
approaches to do this. 

Rearranging the Bank’s Portfolio 

The simplest approach, of course, is to shrink. As loans 

are paid, securities mature, and off-balance sheet 

commitments expire, they can simply not be renewed. 

This strategy is simple and sure to decrease the base 

by which capital adequacy is computed Although this 

approach is being taken by some banks, none of the 

large U S. banks is relying exclusively upon this stra¬ 

tegy to increase their capital ratios. In most cases, it is 

contrary to management desires to continue to serve 

their customers and to fulfill investor expectations of 
increased return and activity. 

Another way to increase the book value of a bank's 

capital is to sell off or “securitize" the assets it holds that 



have market values significantly higher than book 

values Be receiving cash or other assets with a greater 

value than the book value of the asset, capital is in¬ 

creased. But, taken alone, this strategy is unlikely to 

succeed in the long run unless the profits are profitably 

deployed, since the bank could be left with a portfolio of 

assets that is significantly more risky and of lower 

quality than the original portfolio. Although the bank 

may be in compliance with minimum regulatory stand¬ 

ards, it may discover that regulators will require the 

bank to have capital levels well above the regulatory 

minimums. Hence the increased capital levels ob¬ 
tained by selling or securitizing assets might be offset 

by increased capital requirements. 

The most significant changes may occur in off-balance 

sheet activities. These activities are not currently in¬ 
cluded in the determination of minimum capital re¬ 

quirements; when risk-based capital goes into effect, 

they will be. Thus, the capital required to engage in 

off-balance sheet activities such as letters of credit that 

provide financial guarantees, commercial credit lines, 

and interest rate and foreign exchange contracts, will 

increase. As banks evaluate the profit generated by 

individual products in relation to their capital cost, they 

may limit their activities in these areas and increase the 

fees that they charge for these services. 

Another approach designed to lower capital re¬ 

quirements under the Basle Accord is to rearrange the 

bank's portfolio into lower risk-weighted assets. If this 

adjustment is made without increasing other risks, this 

is the kind of change the risk-based capital guidelines 

are designed to recognize. For example, a bank can 

sell its mortgage portfolio (an asset receiving a 50 

percent risk-weight) and replace it with government- 

guaranteed, mortgage-backed securities (an asset re¬ 

ceiving a 20 percent risk-weight). The bank has not 

increased its interest rate, operational, or other risks, 

but it has decreased its credit risk Since Federal 

National Mortgage Association (FNMA) mortgage- 

backed securities are guaranteed by a central gov¬ 

ernment, they have less credit risk than a residential 

mortgage. All other things being the same, less capital 

will be required of this institution. 

Innovative Approaches 

Some U.S. banks have adopted innovative strategies 

to deal with unusual circumstances. While these strate¬ 

gies were implemented only partly in response to the 

need to comply with capital regulations, they illustrate 

that financial institutions have and will continue to de¬ 

velop creative methods to respond to changing regu¬ 

latory and operating environments. 

Although Mellon Bank, N.A., has a long-standing repu¬ 

tation as a premier bank, the earnings performance 

and capital position of Mellon Bank, N A . and of other 

bank subsidiaries of Mellon Bank Corporation were 

eroded by losses on a wide range of loans in the 

mid-1980s. As a result, Mellon Corporation and the 

Mellon banks faced difficulties in raising capital Mellon 

Bank Corporation management, however, believed 

that its problems were less severe than the market for 

short- and long-term funding indicated. 

To isolate its problem credits, Meilon Corporation cre¬ 

ated a separate entity, Grant Street Bank, whose sole 

function is to liquidate the problem loans transferred to 

it from the Mellon banks. The isolation was accom¬ 

plished in the following manner: the bad assets of each 

Mellon bank were identified, and chargeoffs were 

taken to reduce the book value of those assets to their 

market value. The capital and asset accounts of each 

bank in the Mellon system were thereby reduced by the 

amount of the chargeoffs. The assets were then trans¬ 

ferred to the liquidating bank at the new, market value, 

which was funded through a combination of privately 

placed notes and preferred stock issues. 

The pivotal characteristic of the transaction was to 

remove the bad assets from the Mellon Bank system. 

To do this, common shares of Grant Street Bank were 

distributed to common shareholders of Mellon Bank 

Corporation. Thus, the nominal position of existing 

Mellon shareholders was unaffected. As before, they 

owned both the good and the bad assets. The differ¬ 

ence is that now they owned stock in two separate 

corporations — Mellon and Grant Street Bank. 

The effect on the capital accounts of the several Mellon 

banks was to diminish their capital ratios But by taking 

the losses embedded in the transferred assets in 

chargeoffs, each Mellon bank had significantly 

lowered the average risk in its loan portfolio and actu¬ 

ally improved its earnings outlook Some investors also 
viewed the transaction as a refocusing of Mellon Bank 

Corporation toward more profitable, and less risky, 

activities. 

For Mellon Corporation, the transaction appears to 

have succeeded: the price of its stock has since im¬ 

proved, and the market has become more receptive to 
the debt of both the Corporation and its bank subsidiar¬ 

ies. Perhaps the Grant Street model will help banks 

address problems with other types of troubled assets 

such as real estate 

Other examples of this isolation of problem credits are 

found in the liquidating vehicles established in the 

resolution of the failures and assisted acquisitions of 

large, troubled banks in Texas While it is too early to 

assess the success of these enterprises because of the 

incentives to sell the highest quality assets first, their 
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performance so far has exceeded projections. Free 

from the uncertainty about further deterioration of the 

loan portfolio, and the management distraction in¬ 

volved in managing it, the restructured banks have 
been treated well by the market. 

What Does the Future Hold? 

Although capital requirements are only one factor in¬ 

fluencing the transformation of the world banking 

system, they will play a role in many of the changes we 

expect to see in the U S. over the next decade. More¬ 

over, capital requirements for banks and savings and 

loans will eventually be equalized because the savings 

and loan rescue legislation requires thrift regulators to 

implement capital standards "not less stringent” than 

those of national banks. This is an important reform 

because U.S. savings and loans have, in recent years, 

operated under more lax capital standards than U.S. 

banks. Because the savings and loan insurance fund 

was insolvent, thrifts were allowed to operate even 

when they had negative economic net worth and their 

liabilities exceeded the book value of their assets. 

Since they had none of their own capital at risk, many of 

these thrifts offered high interest rates to depositors to 

attract the funds necessary to meet operating ex¬ 

penses and to enter into high-risk investments to at¬ 

tempt to gamble their way back into solvency. This had 

an effect on all financial institutions because the inter¬ 

est rates paid to depositors increased and the profit 

margins available in many investment opportunities 
decreased. 

Although the new capital standards for thrifts are de¬ 

signed to raise the amount of capital in the thrift indus¬ 

try, the new bank capital standards are not intended to 

significantly increase the total amount of capital in the 

banking system. Capital may be redistributed, how¬ 

ever, through, among other things, further con¬ 

solidation of the banking system, which has already 

seen the number of banks decline from almost 15,000 

in 1980 to under 13,000 in 1988. Additional con¬ 

solidation has occurred through bank holding com¬ 

pany acquisitions in which the acquired banks main¬ 

tain their separate identities. Thus, the number of bank¬ 

ing organizations in the U.S. has declined from 12,500 

in 1980 to 9,830 in 1988. We expect this consolidation 

to continue because of the growth of multistate banking 

and the economic efficiencies and diversification ad¬ 

vantages of large-scale operations. 

Conclusion 

It seems clear that capital adequacy and proper capital 

allocation will be important to both bank managers and 

regulators. As banking activities become more varied, 

rapid, and complex, capital standards and procedures 

must be put into place that ensure that well-run and 

prudently managed banks have sufficient capital 

available to protect against unanticipated losses from 
all but the most extraordinary of events. 

Remarks by Robert L. Clarke, Comptroller of the Currency, before the Consumer 
Bankers Association CRA Compliance Workshop on Community Reinvestment in 
the 1990s, Washington, D.C., December 1, 1989 

A good friend of mine once told me that a lesson his drill 

instructor taught him in basic training many years ago 

was the only reason he was able to survive three years 

in the Army. “What was that lesson'?" I asked, expecting 

some heavy advice on shooting, shelling, or stabbing. 

Well," said my friend, "the sergeant called us all to¬ 

gether and asked us why walnut was used for the butt 

of a rifle ‘One man volunteered, ‘Because it has more 

resistance7 Wrong,’ screamed the sergeant.” "An¬ 

other man guessed, Because it is more elastic?’” 

Wrong,' screamed the sergeant even louder.” “An¬ 

other man suggested ‘Perhaps it's because it looks 
better than any other kind of wood7.Don't be a fool,' 

r^e sergeant sneered — and left us in silence for a very 

iong minute "'Gentlemen,' the sergeant finally said, 

rne reason the butt of a rifle is made of walnut is simply 

n is that is what the regulations say it has to be made 

of. And regulations is what the Army is all about!" 

At the OCC we have a different philosophy We think it 

is important for every banker to know the facts and the 

reasoning behind our regulations, as well as the facts 

and the reasoning behind the laws that require them. 

We devote a great deal of time and effort to explaining 

those facts and reasoning in our own publications, in 

the media, and in person at meetings such as this one. 

We acknowledge that facts — when they are facts — 

are indisputable, but we also acknowledge that the 

same set of facts can lead different people to different 

conclusions, depending upon the perspective and the 

interests of the observer. So we recognize that there 

comes a point in our efforts to clarify and to explain 

where our reasoning clashes with the views and opin¬ 

ions of others. And in those cases where we have a 

disagreement with the bankers we supervise, we are 



often in possession of the ultimate argument, which is: 

"This is what the law requires and this is what the 

regulation requires.” 

Although it is the ultimate argument, we prefer that the 
discussion remain at a higher level. We prefer talking 

about how to make compliance easier. We prefer to talk 

about creative solutions to complex problems. But 

when we find bankers who are not on the same fre¬ 

quency as we are, we find ourselves resorting to the 

ultimate argument. Which is unfortunate. We prefer not 

to. 

Now many of you have responsibility for compliance. 

That being the case, I expect that — given the subject 

of this conference, the Community Reinvestment Act 

(CRA) — many of you will find that you already know 

much of what I am going to say this morning. But I hope 

to make your job easier, at least for the national bankers 

here today. I want you to be able to take what I say back 

to your institutions, to your senior management, and 

impress upon your senior management the serious¬ 

ness with which Washington regards CRA. 

Because — speaking as a banking supervisor — I can 

say to you that we’ve never been more serious about 

CRA and lender compliance with it than we are today. 

And we intend to treat bankers as adults when it comes 

to compliance with the act. We expect bankers to do 

what you have to do to be in compliance with the act, 

even if it means going beyond the bare bones of the law 

and of the regulations. 

The simple fact of the matter is that the law exists. 

We’ve made the point before. But it is worth making 

again: there is no formula where you can simply fill in 

the blanks to comply. Markets differ. And market situ¬ 

ations differ within the same market. What may be 

appropriate for one institution may be totally inap¬ 

propriate for another. Therefore, supervisors cannot 

take a one-size-fits-all approach to CRA performance. 

That's why we cannot give you a check-off list to follow. 

Because markets differ, the approach that works for a 

bank in one environment will guarantee failure for a 

bank in another environment. 

CRA compliance isn’t a formality. It isn’t a drill You have 

to manage your way there. While we don t believe that 

management can checklist its way to good CRA per¬ 

formance, we do believe that senior management can 

accomplish CRA objectives in the same way that it 

achieves other objectives, objectives like profit and 

credit quality control. 

First of all, by giving them attention from above, making 

sure the board of directors and the senior officers pay 

attention to CRA, making sure the board approves the 

plan, making sure that the board includes CRA under 

its continuous oversight, making sure that the board 

receives regular reports about the bank's performance 

under its CRA plan. 

Second, by assigning official responsibility for CRA 

performance to a high-level officer. Nothing promotes 

success in any endeavor as effectively as tying it to an 

individual’s professional survival and advancement 

Third, by putting into place an internal mechanism — a 

system that will track the plan to make sure it is being 

followed and, if not, to determine what and where the 

problem is. 

To repeat: we don't believe that CRA compliance is a 

formality. But we do believe it can be — and should be 

— routine. 

The only way for good CRA performance to become 

routine is for senior managers to make it known that 

good CRA performance is routinely expected and to 

follow through with the resources necessary to assure 

that management's expectations will be met. 

As you have just heard from Congressman Kennedy, 

interest on Capitol Hill in the CRA is strong and growing 

stronger. Such interest reflects growing community 

group interest and opportunities for the expression of 

this interest resulting from high levels of mergers and 

acquisitions in the financial services industry. Con¬ 

solidation is likely to continue, and indeed, to continue 

at an even greater rate. So we can expect the commu¬ 

nity groups' interest in the CRA to continue and to grow. 

None of this has been lost on the bank supervisors. Nor 

should it have been lost on the banking industry. Con¬ 

gress strongly reminded banks of the necessity for 

CRA compliance and reminded us of our supervisory 

responsibilities under CRA in the legislative process 

that lea to the Financial Institutions Reform, Recovery 

and Enforcement Act. 

All of us — banks and bank supervisors — have CRA 

obligations. A bank's performance under CRA is the 

responsibility of senior management, beginning with 

the board of directors. To be effective, CRA per¬ 

formance must be managed, just as any other element 

of bank performance such as capital adequacy, liquid¬ 

ity, and asset quality, must be managed. For a bank to 

be successful in managing its CRA performance, for a 

bank to be successful in meeting its statutory respon¬ 

sibility within the spirit of the act, its management must 

make sure that measuring and addressing community 

credit needs is an integral component of the bank's 

strategic planning process 
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Why^ We believe that virtually all decisions made dur¬ 

ing this planning process affect CRA performance, 
either directly or indirectly. 

What kind of problems do we find in our CRA com¬ 

pliance examinations of national banks9 We find tech¬ 

nical problems, but I won't go into those in detail. More 

important — because they reflect the mindset of man¬ 

agement — are the problems we find where senior 

management avoids or ignores its obligations under 
the act. 

The CRA — in letter and in spirit — requires senior 

management to do three things: (1) assess the credit 

needs of the institution’s community, including the 

credit needs of low- and moderate-income persons; (2) 

come up with a plan to address those needs; and (3) 

put the plan into operation and assure that it remains in 
effect and effective. 

In all communities there are opportunities for exten¬ 

sions of credit to a variety of borrowers, including low- 

and moderate-income persons, and bankers will find 

these opportunities if they take the time to look for them. 

But all too often, senior management doesn't assess 

community credit needs, doesn’t put together a formal 

CRA plan, doesn’t put that plan in operation, and 

doesn't follow through even when plans are made. 

How can an institution demonstrate that it is complying 

with the law? The answer: Documentation. Documen¬ 

tation that is required not by specific requirements in 

law and regulation. Documentation that is required by 

the CRA management process. 

Senior management will need information to assess 

credit needs in the community to develop the bank's 

CRA strategy, to come up with the game plan. Senior 

management will need information to monitor the insti¬ 

tution's CRA-related activities. Senior management will 

need information to perform assessments of per¬ 

formance And senior management will need informa¬ 

tion to maintain complete awareness of the level of CRA 

performance A bank’s board of directors will need 

information to evaluate whetherthe bank is discharging 

its CRA responsibilities. All of this information will pro¬ 

vide documentation of CRA performance, the evidence 

that an institution and its senior management is doing 
what needs to be done 

The CRA may not require in specific detail that banks 

develop and keep this information and documentation. 

Neither do our regulations But after banking’s experi¬ 

ence with the Truth-m-Lendinq Act over the years, I 

would imagine that statutory or supervisory mandated 
detail is the last thing that bankers would want 

Rather, if the institution is making a good faith effort to 

help meet all the credit needs of the community — and 

a good faith effort would use a process such as the one 

I have described — then the documentation would be 

created and maintained as a by-product of good man¬ 

agement, and neither statutory nor supervisory re¬ 
quirements would be necessary 

In other words, the law may not require specific docu¬ 

mentation. But it's a fact of life that the management 

process cannot proceed without it. And you have to 

face the facts of life, as a cousin of mine recently found 
out. 

His mother walked into his room and said: “Hey, get up, 

sonny boy, you're late for school.” And her son said to 

her: “Oh, Mother, I don't want to go to school'” “Why 

not9” his mother asked. And he said: "Two reasons. All 

the kids hate me. And all the teachers hate me.” And his 

mother said: "There are two reasons why you should go 

to school .” And her son said: “Name them." “One," she 

replied, "you’re forty-five years old, and, two, you’re the 
principal.” 

We all laughed, but years later in high school geog¬ 

raphy class, Sam again brought down the house when 

we were studying the Middle East, which was then 

known as the "Holy Land." The teacher asked Sam: 

“Can you give me the location of Dan and Beersheba9” 

And Sam replied: “You mean they are places9” And the 

teacher said: “They certainly are.” And Sam said: “I 

learn something everyday. I always thought they were 

husband and wife like Sodom and Gomorrah.” 

The CRA is about 12 years old. 

No banker anywhere has any excuse for remaining 

ignorant of what it requires — both in letter and in spirit. 

A continued search for the lowest common denomi¬ 

nator — the least it will take to get by — is not time well 
spent 

The CRA calls for process. Process that results in 

product. It is up to the senior management of an insti¬ 

tution to create and maintain the process that delivers 

the product. That, in short, is exactly what the CRA 

demands of senior management. 

The obligation that CRA imposes on bank supervisors 

is to assess and to take into account whether senior 

management, and therefore the institution in question, 

meets its CRA responsibilities. Given the fact that the 

law and the regulation that put CRA into effect make no 

paperwork demands, and indeed they go out of their 

way to avoid making such demands, how can we make 

such an assessment9 That question is even more cru¬ 

cial when you consider the fact that our approach to 



CRA compliance examinations is the opposite of our 

approach to safety and soundness examinations. 

In safety and soundness examinations, the burden of 

proof is on us to show that the institution is doing wrong. 

But — as some of you know only too well — in the CRA 
examination our approach is to place the burden of 

proof on the institution to show that it is doing right. 

There are people in senior management at banks who 

believe that the CRA is not needed. And there are 

people in senior management at banks who are philo¬ 

sophically opposed to the law. I am not here today to 

argue either position I am here to state two simple 

facts. 

The CRA exists. CRA regulations exist. It's time for 

senior management to recognize those facts and join in 

assuring their bank’s effective CRA performance 

In fact, it's late. 
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Interpretive Letters 

487 — March 13, 1989 

This is in response to your letter to Deborah Katz, 

Attorney, Legal Advisory Services Division, concerning 

the creation of an employee stock ownership plan 

(ESOP). In your letter you explained that the * * * (Bank) 

is creating an ESOP by which capital notes held by the 

Bank will be transferred to an employee stock owner¬ 

ship trust (ESOT). The capital notes represent a debt by 

the Bank to the * * * Foundation. In exchange for as¬ 

suming the debt under the capital notes, the ESOT will 

receive shares of the common stock of the Bank. 

Thereafter, the Bank will make annual contributions to 

the ESOT in sufficient amounts to service the debt on 

the capital notes. One of the purposes of the ESOP is to 

raise capital for the Bank. However, you indicate that 

the Bank must guarantee the debt represented by the 

capital notes before the Foundation will permit the 

capital notes to be transferred to the ESOT 

The precise issue that you pose is whether capital 

acquired by the Bank through a leveraged ESOP would 

create primary capital for regulatory purposes where 

the debt of the ESOT is guaranteed by the Bank. 

In pertinent part, 12 C.F.R. § 3.2(c)(1) defines primary 

capital to include: 

Common stock, perpetual preferred stock, capi¬ 

tal surplus, undivided profits, reserves for con¬ 

tingencies and other capital reserves (excluding 

accrued dividends on perpetual and limited life 

preferred stock), net worth certificates issued 

pursuant to 12 U.S.C. (§ 1823(i),) Minority [sic] 

interests in consolidated subsidiaries, and allow¬ 

ances for loan and lease losses; minus intangible 

assets. 

Section 3.4 further provides: 

Notwithstanding the definitions of "primary capi¬ 

tal” and "secondary capital" § 3.2(c) and (d), the 

Office of the Comptroller of the Currency (OCC) 

. . . may find that a particular asset or primary or 

secondary capital component has characteris¬ 

tics or terms that diminish its contribution to a 

bank’s ability to absorb losses, and the (OCC) 
may require the discounting or deduction of such 

asset or component from the computation of pri¬ 

mary or secondary capital 

The ESOP you propose represents a variation of a 

leveraged ESOP where borrowed funds are used to 

finance the acquisition of the stock of the sponsoring 

corporation In this instance, however, instead of ac¬ 

quiring a new debt, the ESOT would assume a pre¬ 
existing debt of the Bank in return for common stock 

The results of this transaction on the accounts of the 

Bank would be to eliminate the liability represented by 

the capital notes and to increase capital stock and 

capital surplus by a corresponding amount. However, 

inasmuch as the Bank, as guarantor, would remain 

liable on the capital notes, generally accepted ac¬ 

counting principles would require that the amount of 

the guarantee be recorded as a liability which would be 

reflected as a reduction in capital. American Institute of 

Certified Public Accountants, Accounting Standards 

Division, Statement of Position on Account Practices for 
Certain Employee Stock Ownership Plans (December 

20, 1976). 

Since the increase in the common capital account 

would be a consequence of the issuance of common 

stock to the ESOT, pursuant to § 3.2(c)(1), the resulting 

increase would constitute primary capital. However, 

the increase in the capital account would be ac¬ 

companied by a corresponding increase in the liabili¬ 

ties of the Bank representing the guarantee on the 

capital notes. Consequently, the net effect of this trans¬ 

action on primary capital would be nil; the offsetting 

liability would negate any increase in the capital ac¬ 

count and the ability of the bank to absorb losses. For 

this reason, I believe that the increase in the common 

capital account would have characteristics and terms 

that would diminish the contribution to the Bank's ability 

to absorb losses. Therefore, pursuant to § 3 4 the 

increase in primary capital should be discounted by 

the amount of the guarantee on he liability of the capital 

notes. 

Peter Liebesman 

Assistant Director 

Legal Advisory Services Division 

★ * ★ 

488 — March 23, 1989 

This is in response to your letter of January 12, 1988, 

requesting interpretive advice concerning the re¬ 

quirements for shareholder approval of a series of 

preferred stock to be issued by a national bank if that 

bank's articles of association delegate to the bank's 

board of directors the authority to establish and deter¬ 

mine the terms of various series of preferred stock 

("blank check" or "senar preferred stock) 

You believe that while 12 U.S.C. § 51a effectively re¬ 

quires Comptroller and shareholder approval of an 
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amendment to the articles of association to authorize 

preferred stock for issuance, it does not require that 

such approval cover the terms of each class to be 

issued Further, you believe that while 12 U.S.C. § 51 b 

states that a bank "may" provide in the articles of 

association the terms of the preferred stock, it does not 

require that every term of each class be so included. 

The pertinent language of 12 U.S.C. § 51a states that 
national banks may: 

with the approval of the Comptroller of the Cur¬ 

rency and by vote of shareholders owning a ma¬ 

jority of the stock of such association . . issue 

preferred stock of one or more classes, in such 

amount and with such par value as shall be ap¬ 

proved by said Comptroller, and make such 

amendments to its articles of association as may 
be necessary for this purpose. 

The pertinent language of 12 U.S.C § 51b provides 
that: 

the holders of such preferred stock shall be en¬ 

titled to receive such cumulative dividends and 

shall have such voting and conversion rights and 

such control of management, and such stock 

shall be subject to retirement in such manner and 

upon such conditions as may be provided in the 

articles of association with the approval of the 
Comptroller of the Currency. 

Section 51a clearly requires shareholder and Comp¬ 

troller approval for the issuance of preferred stock. 

Section 51a also indicates that when a bank issues 

preferred stock it is required to make such amend¬ 

ments as may be necessary to its articles of associa¬ 

tion Section 51 b states that the articles will determine 

cumulative dividends, voting rights, conversion rights, 

control of management, and retirement of preferred 

stock In addition 12 C.F.R. § 5.46(d)(3) and (4) require 

shareholder approval of amendments to articles of 

association for changes in the par value of preferred 

stock or reductions in the aggregate amount of pre¬ 

ferred stock through a change in par value or other¬ 

wise Interpretive Ruling 7.6050 requires that the arti¬ 

cles of association of a national bank, by affirmative 

vote of the holders of two-thirds of the bank’s out¬ 

standing voting shares, must provide for or specifically 

negate the vesting of preemptive rights in the share¬ 
holders thereof 

in light of the above statutory and regulatory scheme, 

our current supervisory policy requires that share- 

r olders approve amendments to the articles of associ¬ 
ation to authorize, increase or decrease the amount of, 

or change the par value of, preferred stock and to 

establish features such as preemptive rights, dividend 

rights, voting rights, conversion rights and the manner 

and conditions of retirement of the preferred stock 

Directors should not have unfettered discretion to 

change the capital structure of a bank without share¬ 

holder approval. However, we have no objection to a 

bank’s articles of association delegating to the board of 

directors the authority to set exact interest rates and 

definite maturity dates for issuances of preferred stock, 

if applicable, provided that shareholders approve the 

other features of preferred stock required under the 

foregoing supervisory policy. Such delegations may 

provide banks with the necessary flexibility to set the 

interest rate and maturity date to reflect recent changes 

in the marketplace. Although 12 U.S.C. § 51 b requires 

that the manner and conditions of retirement of pre¬ 

ferred stock be provided in the articles of association, it 

does not preclude shareholders from delegating to the 

board of directors the authority to set specific maturity 
dates. 

When shareholders are asked to approve an amend¬ 

ment to the articles of association delegating to the 

board of directors the authority to determine interest 

rates and maturity dates of preferred stock, they should 

be provided with full disclosure, in accordance with the 

antifraud and other applicable provisions of the securi¬ 

ties laws, of the effects of such action, including the 

advantages and disadvantages of such procedure as 

it relates to such factors as changes in capital struc¬ 

ture, fairness, the condition of the bank, etc. In addition, 

in accordance with the general requirement of 12 

U S C. § 51a that a national bank make such amend¬ 

ments to its articles of association as may be necessary 

to issue preferred stock, the articles of association 

should be amended to require that resolutions of the 

board which set interest rates and specific maturity 

dates be incorporated by reference into and filed as 
part of the bank's articles of association. 

We hope that this letter will be of assistance to you. 

Please note that the advice herein concerning the legal 

requirements for the issuance of serial preferred stock 

is intended to be general in nature, and should not be 

interpreted as an opinion on the permissibility of a 

preferred stock issuance by any particular bank. 

Michael C. Dugas 

Senior Attorney 

Securities and Corporate Practices Division 

* * * 

489—July 10, 1989 

This is in response to your letter, dated March 20, 1989, 



in which you inquired whether certain convertible debt 

securities would qualify as (1) primary capital pursuant 

to 12 C.F.R. Part 3 and (2) hybrid capital pursuant to the 

risk-based capital guidelines, 12 C.F.R Part 3, Appen¬ 

dix A. 

The Proposal 

Specifically, you stated that * * * (Bank) is considering 

issuing between $4.6 and $5.75 million in equity con¬ 

tract notes in the form of redeemable subordinated 

debentures (Debentures) in conjunction with can¬ 

cellable mandatory stock purchase contracts (Stock 

Purchase Contracts). While the Debentures and the 

Stock Purchase Contracts will constitute separate 

issuances, the maturities on these instruments will be 

coordinated according to a schedule as yet to be 

determined. 

Under the Stock Purchase Contracts, the contract 

holders will be obligated to purchase a predetermined 
dollar amount of common stock from the Bank. The 

proceeds of the Stock Purchase Contracts will then be 

used to pay the obligations of the Bank incurred by the 

Debentures. Where the holders of the Stock Purchase 

Contracts and the Debentures are the same, the Bank 

will have the right to offset the principal amount of the 

Debentures against the purchase obligation under the 

Stock Purchase Contracts. Stock Purchase Contracts 

not held by persons also holding Debentures will be 

fully collateralized at the time of issuance or transfer, by 

cash, letters of credit, United States government ob¬ 

ligations, or other high-grade collateral approved by 

the Office of the Comptroller of the Currency (OCC). 

Consequently, the Bank will be assured that the re¬ 

payment of the Debentures will be funded by the issu¬ 

ance of common equity. 

Primary Capital 

Pursuant to 12 C.F.R. § 3.2(c), primary capital is 

defined to include, among other things, mandatory 

convertible debt. Twelve C.F.R. § 3.100(e)(5) provides 

that: 

“Mandatory convertible debt” means sub¬ 

ordinated debt instruments which unqualifiedly 

require the issuer to exchange either common or 

perpetual preferred stock for such instruments by 

a date at or before the maturity of the instrument. 

The maturity of these instruments must be 12 

years or less. In addition, the instrument must 

meet requirements of [12 C.F.R. § 3 100(f)(1) 

(i)-(v) (requirements for subordinated debt)] or 

other requirements published by the [OCC]. 

The amount of mandatory convertible debt which may 

qualify as primary capital, however, is limited to 20 

percent of primary capital (other than mandatory con¬ 

vertible debt). 12 C.F.R. 3.2(c)(3) Mandatory con¬ 

vertible debt which does not otherwise qualify as pri¬ 

mary capital would qualify as secondary capital 12 
C.F.R. § 3.2(d). 

Mandatory convertible debt instruments can take a 

variety of forms, but generally consist of either (1) 

securities which require the holder to purchase a spec¬ 

ified amount of stock from the issuer (Equity Contract 

Notes) or (2) securities which provide that the issuer 

replace the debentures with the sale of common or 

perpetual preferred stock sometime prior to or at matu¬ 

rity of the debentures (Equity Commitment Notes). 50 
Fed. Reg. 10213. Where Equity Contract Notes are 

involved, the mandatory convertible debt instruments 

usually consist of a single instrument which contains 

both the debt and equity agreements However, under 

certain circumstances the debt and equity agreements 

may consist of separate instruments. A policy state¬ 

ment issued by the OCC prior to the promulgation of 12 

C.F.R. Part 3 explained that where Equity Contract 

Notes were involved, if the holder of the stock purchase 

contract provides sufficient collateral1 to the issuing 

bank to assure performance of the contract, the stock 

purchase contract may be separate from the debt 

instrument. OCC News Release dated May 26, 1982. 
Criteria for Determining Primary Capital Status of Man¬ 
datory Convertible Securities, page 2. 

Whereas prior OCC policy permitted both Equity Con¬ 

tract Notes and Equity Commitment Notes to qualify as 

primary capital, Part 3 specifically excludes Equity 

Commitment Notes from the definition of primary capi¬ 

tal. The preamble to Part 3 explains that 

[The OCC] has decided to no longer allow equity 

commitment notes to qualify as primary capital. 

This form of mandatory convertible debt does not 

provide the same assurance that at maturity 
common or perpetual preferred stock will, in fact, 

be present to replace the debt 

If the market in the bank’s stock ceases to exist, 

for all intents and purposes, then the bank cannot 

market the stock as originally planned This would 

prevent these notes from fulfilling the element of 
permanence necessary in primary capital 

'Permissible collateral Is defined as (i) cash or certificates of de¬ 
posit, (ii) United States securities that will mature prior to maturity of 
the equity contract and that have a par or maturity value of least equal 
to the amount of the holder's obligation under the stock purchase 
contract, (iii) standby letters of credit issued by a United States bank 
that Is not an affiliate of the issuer, or (iv) other collateral as may be 
designated from time to time by the OCC OCC News Release dated 
May 26. 1982, Criteria for Determining Primary Capital Status of 
Mandatory Convertible Securities page 2 
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50 Fed Reg 10213 Notwithstanding that Equity 

Commitment Notes are excluded from primary capital, 

believe that mandatory convertible debt in the form of 

Equity Contract Notes would still qualify as primary 

capital under Part 3. Pursuant to § 3 100(e)(5), an 

essential element in the definition of mandatory con¬ 

vertible debt is that the issuer must unqualifiedly be 

required to exchange the instrument for either common 

or perpetual preferred stock at some date at or before 

maturity I believe that Equity Contract Notes satisfy 
that requirement. 

Whereas Equity Commitment Notes would merely re¬ 

quire the bank to replace the debentures by issuing 

bank stock at some date at or before maturity of the 

debentures, Equity Contract Notes contain a binding 

legal obligation on the part of the note holder to pur¬ 

chase a predetermined amount of bank stock at a 

specified date. Consequently, unlike Equity Commit¬ 

ment Notes, Equity Contract Notes are not susceptible 

to changes in market condition which could otherwise 

prevent the bank from selling its stock. Moreover, even 

if the note holder should default on his obligation to 

purchase bank stock, the obligation would be fully 
secured. 

With respect to the Bank's proposal, I believe that the 

Stock Purchase Contracts to be offered by the Bank 

would constitute Equity Contract Notes, and not Equity 

Commitment Notes, and would therefore qualify as 

primary capital under 12 C.F.R. § 3.100(e)(5). Under 

the Bank's proposal, the Stock Purchase Contracts 

would be issued at the same time as the Debentures. 

The Stock Purchase Contracts would require the con¬ 

tract holders to purchase common stock from the Bank, 

the proceeds of which would be used to pay off the 

obligations incurred by the Bank on the Debentures. In 

addition, the Stock Purchase Contracts will be col¬ 

lateralized by cash, letters of credit, United States 

obligations, or other collateral approved by the OCC. 

Therefore, notwithstanding that the Debenture and 

Stock Purchase Contracts are separate instruments, 

under the Bank s proposal the debt will be replaced by 
equity 

The only uncertainty is whether, under the Bank’s plan, 

the Bank would be "unqualifiedly” required to ex¬ 

change the debt for common stock. In your initial letter 

to Wallace Nathan, District Counsel, dated February 

13 1989, you specifically describe the Stock Purchase 

Contracts as 1 Cancellable mandatory stock purchase 

contracts which suggests that the Bank has the legal 

discretion to cancel the Stock Purchase Contracts. 

However in a subsequent telephone conversation with 

Ronald Shimabukuro, Attorney, Legal Advisory Ser- 

/ices Division, you stated that the Stock Purchase 

■entrants to be issued by the bank would be similar to 

the stock purchase contracts described in the sample 

prospectus you provided for First Jersey National Cor¬ 

poration A review of the sample prospectus indicates 

that the Stock Purchase contracts may be cancelled 

only (1) if redemption is made from the proceeds of the 

sale of common or perpetual preferred stock or other 

equity securities of the Bank qualifying as primary 

capital or (2) with the prior approval of the primary 

regulator (in this instance the OCC). In light of these 

restrictions I believe that “Cancellable Mandatory Con¬ 

vertible Debt" would fit within the parameters of § 

3.100(e)(5) as unqualifiedly requiring the Bank to ex¬ 

change the Debenture with common stock. 

Risk-Based Capital — Hybrid Instruments 

Pursuant to 12 C.F.R. Part 3, Appendix A(2)(b)(3), Tier 

2 capital includes hybrid capital instruments which 
satisfy the following requirements: 

(i) The instrument must be unsecured, sub¬ 

ordinated to the claims of depositors and 

general creditors, and fully paid-up; 

(ii) The instrument must not be redeemable at 

the option of the holder prior to maturity, 

except with the prior approval of the OCC; 

(iii) The instruments must be available to par¬ 

ticipate in losses while the issuer is oper¬ 

ating as a going concern (in this regard, the 

instrument must automatically convert to 

common stock or perpetual preferred stock, 

if the sum of the retained earnings and capi¬ 

tal surplus accounts of the issuer shows a 
negative balance); and 

(iv) The instrument must provide the option for 

the issuer to defer principal and interest 

payments, if (A) [t]he issuer does not report 

a net profit for the most recent combined 

four quarters, and (B) [tjhe issuer eliminates 

cash dividends on its common and pre¬ 
ferred stock. 

Notwithstanding these requirements, however, foot¬ 

note 4 specifically provides that mandatory convertible 

debt instruments “that meet the requirements of 12 

C.F.R. § 3.100(e)(5), or that have been previously ap¬ 

proved as capital by the OCC, are treated as qualifying 

hybrid capital instruments." Consequently, insofar as 

the Bank's proposal to issue Debentures and Stock 

Purchase Contracts would qualify as mandatory con¬ 

vertible debt pursuant to 12 C.F R 3.100(e)(5), I be¬ 

lieve that those instruments would also qualify as hy¬ 

brid capital instruments under Appendix A(2)(b)(3). 

Please be advised that this letter is limited to a con¬ 

sideration of the legal issues raised by your inquiry and 

does not constitute the approval necessary to issue the 



instruments in question. Pursuant to 12 C.F.R. § 5.47, 

an application for approval must be submitted to the 

Northeastern District Office. I trust this is responsive to 
your inquiry. 

Peter Liebesman 

Assistant Director 

Legal Advisory Services Division 

it it it 

490—June 22, 1988 

Your letter of May 5, 1988, addressed to the Houston 

Field Office Director, has been referred to the Legal 

Division for response. You have requested an opinion 

regarding a recent proposal for the * * * ("Bank”) to 

include a flyer advertising the insurance services of 

* * * ("RLMJr.") in the Bank’s statement to its deposi¬ 

tors. It is understood that RLMJr. is a related party with 
an affiliation to the Bank. 

Generally, a bank is free to stuff in envelopes anything it 

chooses, and the practice of stuffing envelopes with 

brochures containing information about the availability 

of nonbanking products is well established. See OCC 
Interpretive Letter No. 316, Fed. Banking L. Rep. 
(CCH)% 85,486, dated December 28, 1984. However, 

the affiliation of RLMJr. with the Bank raises the ques¬ 

tion of whether the Bank should be endorsing, or give 

the appearance of endorsing, a non-bank product 

offered by a related party. In my opinion, the inclusion 

of a flyer advertising RLMJr.’s insurance services 

would not be a prudent banking practice, since the 

credibility of the Bank would tend to be undermined if it 

gives the appearance of touting the services of a re¬ 

lated party to the exclusion of services offered by 

others. This could also lead to potential differences 

between Bank management and other directors or 

related parties who might wish to use Bank mailings for 

business purposes. Bank counsel has also indicated 

his concern that the Bank could conceivably be drawn 

into a controversy between RLMJr. and his customers 

concerning the accuracy of the flyer or some other 

aspect of his insurance business. This is a valid point 

which the Bank should consider. See Marshall Nat. 
Bank & Trust Co. v. Corder, 169 Va. 606, 194 S.E. 734 
(Va. 1938). 

Stephen B Brown 

Attorney 

it it it 

491—September 6, 1989 

This is in response to your letter, dated October 13, 

1988, to Emory W Rushton, Deputy Comptroller for 

Multinational Banking, regarding the appropriate di¬ 

vestiture of former banking premises by * * * ("Bank"). 

Your letter has been referred to me for response 

Facts 

During a recent examination, the question arose as to 

whether the Bank is properly divesting itself of former 

banking premises which are subject to leases with 

remaining terms in excess of 5 years by subleasing the 

said premises. The bank examiners indicated to you 

that a proper divestiture of the former banking prem¬ 

ises may only be achieved by an “assignment” of the 

premises as opposed to a "sublease” of the premises 

You question the appropriateness of this determina¬ 

tion. In particular, you argue that such a determination 

would “unnecessarily restrict a national bank's ability to 

dispose of excess space in order to reduce the overall 

premises cost of doing business . . . [and would] ex¬ 

pose national banks to [an] unnecessary economic 
risk. . . 

You indicated that the subleased premises include 

former branches. These former branches were ac¬ 

quired by the Bank in recent mergers with other finan¬ 

cial institutions. In some cases, the subleased 

branches are situated adjacent to or near by an exist¬ 

ing branch of the Bank. 

Discussion 

A national bank may hold real property for, inter alia. 
banking premises. See 12 U.S.C. §29. However, when 

banking premises are no longer used to engage in the 

business of banking, the former banking premises 

becomes classified as "other real estate owned" 

("OREO”). See 12 C.F.R § 7.3025(a)(2) This OREO 

property is subject to the holding period contained in 

12 U.S.C. § 29 (/.e., five years with an additional five 

years upon the approval of the Comptroller of the 

Currency). See also 12 C.F.R § 7.3025(e) This section 

was enacted to prevent national banks from specu¬ 

lating in real estate and to prevent them from accumu¬ 

lating large masses of real property See National Bank 
v. Matthews, 98 U S. 626 (1878). 

The OCC has interpreted 12 U.S.C § 29 to apply to 

long-term leases. See Intepretlve Letter dated De¬ 
cember 26, 1983, by Charles F. Byrd. Assistant Direc¬ 
tor, Legal Advisory Services Division (unpublished) 
With regard to long-term leases, the above cited letter 

indicates that national banks meet the divestiture re¬ 

quirements of 12 U.S.C. § 29 when they assign their 

interest in the leasehold. In particular, the letter states 

that: 

91 



Where a national bank holds a leasehold interest 

in real estate, an assignment rather than a sub¬ 

lease fully divests the lessee bank of its interest in 

the subject realty. Under general principles of 

landlord-tenant law, an assignment of a lease 

transfers the lessee/assignor's interest for the 
entire remaining term of the lease. If the lessee 

transfers its interest for less than the entire re¬ 

maining term of the lease, and therefore retains a 

reversionary interest, the transfer of the lessee's 

interest constitutes a sublease. [Citation 
omitted] 

Interpretive Letter, dated December 26. 1983, at 5. 
(Emphasis added.) 

Essentially, you question whether the OCC still adheres 

to this position. In particular, you argue that the dis¬ 

tinction between an assignment and a sublease is 

sometimes blurred. You believe that a national bank 

can properly divest its interest in a lease for purposes of 

12 U.S.C. § 29 by using a sublease. You argue that 

regardless of a right to re-entry, a sublease may oper¬ 

ate to divest the Bank's interest in the former banking 

premises in the same way as an assignment. 

It is my opinion that, under certain circumstances, a 

sublease will properly divest a bank of its former bank¬ 

ing premises for purposes of 12 U.S.C. § 29. Where a 

national bank subleases its entire remaining term in a 

lease, it has properly divested itself of its interest in the 

lease for purposes of 12 U.S.C. § 29 This is because by 

transferring the entire remaining term of the lease, the 

bank has rid itself of the property in the same way as an 

assignment. Accordingly, such a position is consistent 

with the intent of 12 U.S.C. § 29, namely, preventing 

national banks from amassing large quantities of real 

property and engaging in real estate speculation. See 
National Bank v. Matthews, supra. However, where a 

bank has subleased the former banking premises for 

less than the remaining term of the lease, the OCC still 

adheres to the principle contained in the Interpretive 

Letter dated December 26, 1983, supra, (i.e., that only 

an assignment of the property will divest a bank of its 

interest in the property for purposes of 12 U.S.C. § 29) 

By reaching this conclusion, I have decided to follow 

fhe generally accepted view concerning the reserva¬ 

tion of a right to re-entry In this respect, it is worth 

noting that the distinction between an assignment and 

a sublease generally rests upon whether the lessee 

conveys the entire term of the lease or retains a rever¬ 

sionary interest in the estate conveyed See 49 Am. 
Jur 2d Landlord and Tenant § 392 (1970) However, 

//here the lessee transfers its interest for the entire 

remaining term of the lease, the retention of a rever¬ 

sionary interest does not necessarily result in a sub¬ 

lease. In this respect, it should be noted that 

there is considerable conflict of authority as to 

whether the reservation of a right of re-entry for 

the assignee's breach of covenant and condi¬ 

tions necessarily stamps the transaction as a 

sublease rather than an assignment. The gen¬ 

erally accepted view in this respect is that the 

reservation of such a power of re-entry is not 

sufficient to prevent the transaction from being an 

assignment. This rule is based on the theory that 

the right to re-entry is not an estate or interest in 

land nor the reservation of a reversion, but merely 

a chose in action, and when exercised, the gran¬ 

tor comes into possession of the premises 

through the breach of the condition and not by 
reverter. 

49 Am. Jur. 2d Landlord and Tenant § 395 (1970). See 
also Stark v. National Research and Design Corp., 33 
N.J. Super 315 (App. Div. 1954), 110 A. 2d 143 (N.J. 
1954) (indicating that when a lessee transfers the entire 
premises for the whole term of the lease, it amounts to 
an assignment and not a sublease). Hence, this posi¬ 

tion reflects the generally accepted view concerning 
the reservation of a right to re-entry. 

With regard to the application of the holding period to a 

sublease of the entire remaining term, a bank would 

have five years from the date the leasehold ceased 

being used as banking premises to divest its interest. 

However, if the premises reverts back to the bank, then 

the period from that moment forward must be tacked on 

to the bank's original holding period. An example will 
help illustrate this point: 

Assume a bank entered into a lease for twenty 

years. After eight years, the premises ceased to 

be used for banking purposes. At this point, the 

bank would have five years to divest itself of the 

premises. On the ninth year, the Bank sublets the 

property for the entire remaining term (i.e., eleven 

years), thereby divesting itself of the property for 

12 U.S.C. § 29 purposes. On the fifteenth year, the 

sublessee breaches a covenant and the bank 

re-enters the property. The bank now has four 

years to divest itself of the leasehold This is 

because the bank held on to the lease for one 

year (from the eight to ninth years) before divest¬ 

ing itself. This one year period is then carried 

forward and tacked on to the remaining holding 
period 

This interpretive letter only affects the disposition of real 

property that is subject to an existing lease by the Bank 

A former banking office that is owned by the Bank must 

be disposed of through a sale of the property within the 



time limits prescribed by 12 U.S.C. § 29. In addition, the 

analysis in this letter applies only to subleasing prem¬ 

ises for the entire remaining term of the leasehold (/.e., 

the base lease) and prohibits the Bank or its sublessee 

from exercising any options under the lease agreement 

that would operate to extend the lease beyond its initial 
term (i.e., the minimum time in which the Bank can 

terminate its obligations under the lease) unless, con¬ 

current with the exercise of that option, the landlord 
agrees to release the Bank from any further respon¬ 

sibility for the leased premises. In other words, in order 

to extend the lease, the sublessee must replace the 

Bank as the lessee and assume all of the obligations of 

the original lessee with the owner's consent. It should 

be recognized that the Bank’s paramount obligation is 

to dispose of its interest in the lease at the earliest 

possible date, consistent with 12 U.S.C. § 29, and any 

potential economic benefit to be derived from the 

lease, through extensions or otherwise, is of secondary 

importance. 

Before subleasing the leasehold, the Bank should al¬ 

ways attempt to seek a release from the landlord. In the 

event such a release cannot be obtained at a reason¬ 

able expense, the Bank should properly document its 

attempt. Also, the Bank should carefully review appli¬ 

cable state law as well as the terms of the lease agree¬ 

ment to determine all its possible options in negotiating 

with the landlord for the assignment or sublease of the 

leasehold. Finally, as indicated earlier, if a bank does 

not sublet the property for the entire remaining term, 

then its divestiture is controlled by the interpretive letter 

dated December 26, 1983, supra. 

I trust this has been responsive to your inquiry. If you 

have any questions, please feel free to call me or Gary 

Alan Lax, Attorney, Legal Advisory Services Division at 

(202) 447-1880. 

Peter Liebesman 

Assistant Director 

Legal Advisory Services Division 

* * ★ 

492—October 20, 1989 

This responds to your letter notifying the Office of the 

Comptroller of the Currency that your bank (“Bank") 

intends to establish an operating subsidiary (‘ Subsidi¬ 

ary") to engage in certain securities activities. As will be 

discussed further below, we have determined that the 

proposed activities for the subsidiary are permissible 

for a subsidiary of a national bank However, we have 

only granted conditional approval for the establishment 

of the above-referenced operating subsidiary Before 

the operating subsidiary can be established, you will 

be required to demonstrate to the OCC that the Bank 

and its parent holding company have the managerial 

resources necessary to execute the existing and 

planned investment and securities activities, in both 

the Bank and the Subsidiary, in a safe and sound 

manner. 

Specifically, the Bank and the Subsidiary must develop 

and implement a comprehensive compliance program 

for all investment/bank dealer and related activities 

This program shall include, at a minimum: 

(1) A written description of the duties and re¬ 

sponsibilities of the compliance officer; 

(2) A formal training program for the compliance 

officer in investment/dealer activities to en¬ 

sure that this person is capable of fulfilling 

assigned duties; 

(3) An audit/compliance review policy and pro¬ 

gram for all investment/bank dealer activities 

which includes: 

(a) testing compliance with applicable laws, 

rulings, regulations, and bank policy; 

(b) the frequency and scope of scheduled 

reviews; and 

(c) the reporting of the results to the Board or 

a designated committee thereof; 

(4) Comprehensive written policies which should 

clearly indicate duties and responsibilities of 

both management and operating staff and 

cover, at a minimum, the following items/ 

activities: 

(a) Municipal Securities Rulemaking Board 

(MSRB); 

(b) Government Securities Act; 

(c) private placement; 

(d) trading and underwriting; 

(e) new products and/or types of trans¬ 
actions (such as investment advisory 

services, futures, brokerage or margin 

lending); and 

(f) program for updating/additions/etc., as 

new products are added/modified 
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he OCC will review all of the above compliance ac¬ 
tivities prior to initiation of operations through the Sub¬ 
sidiary If, after the Subsidiary is established, the Sub¬ 
sidiary expands its activities to include any new prod¬ 
ucts or business lines within the scope of this 
application, we will require prior OCC review of the 
qualifications of managers of any such new products or 
business lines 

The OCC Report of Supervisory Activity as of March 31, 
1988, and the Comptroller’s Handbook for National 
Bank Examiners should be used for reference in de¬ 
veloping the above-referenced programs and policies. 

The scope of this approval is limited to activities cur¬ 
rently approved by the OCC and does not extend to 
securities-related activities that the OCC may approve 
in the future. See Interpretive Letter No. 415 (February 
12, 1988), reprinted in [1988-1989 Transfer Binder] 
Fed. Banking L. Rep (CCH) f 85,639. Moreover, the 
activities approved are subject to various limitations set 
out in court decisions and OCC interpretations. The 
proposed operating subsidiary must adhere to these 
limitations. 

Discussion 

The Bank currently engages in purchasing, selling, 
dealing in and underwriting of “investment securities,” 
as authorized in section 16 of the Glass-Steagall Act, 
12 U S.C. §24 (Seventh), and 12C.F.R.§1 (1988), and 
private placement of securities, as authorized by Inter¬ 
pretive Letter No. 416 (February 16, 1988) reprinted in 
Fed. Banking L. Rep. (CCFI) H 85,640. You propose to 
carry on these activities in the Subsidiary.1 Since these 
activities are permissible for a national bank, they are 
also permissible for an operating subsidiary. See 12 
C.F.R. § 5.34(d)(2). 

You further propose that Subsidiary offer discount 
brokerage and investment advisory services, i.e., full- 
service brokerage, to retail and institutional customers, 
activities which have also been previously approved 
for national banks and national bank subsidiaries.2 
Subsidiary will offer its brokeraqe services at off- 

Subsidiary will be a government and municipal securities dealer and 
""l register as reguired as a broker-dealer with the Securities and 
Exchange Commission National Association of Securities Dealers, 
Inc and appropriate state securities agencies Subsidiary will also 
be a member of the Securities Investor Protection Corporation 

"See Interpretive Letter No 386 (June 19, 1987) reprinted in Fed 
Banking L Rep (CCH) ' 85 610 (investment advice). Interpretive 
Letter No 403 (December 9 1987) reprinted m Fed Banking L Rep 
fCCHj r 85,627 (investment advice) Interpretive Letter No 360 (April 
16 1986) reprinted in Fed Banking L Rep (CCH) H 85,530 (com- 
b nation of r /estment advice and brokerage services) Interpretive 
Letter No 403 (December 9 1987) reprinted m Fed Banking L Rep 
(CCH) r 85 627 (same) 

premise locations, including the headquarters of one or 
more affiliate banks in Colorado Since Subsidiary will 
be sharing quarters with other financial institutions, the 
Bank should ensure that Subsidiary complies with the 
requirements of Intepretive Ruling 7.7516 12CFR § 
7.7516. 

Subsidiary s discount brokerage services will not be 
subject to the branching restrictions of 12 U.S.C. § 36 
In Clarke v. Securities Industry Assn., 479 U.S. 388 
(1987), the United States Supreme Court held that a 
bank may offer discount brokerage services inside or 
outside of the bank’s home state. The Court concluded 
that “Congress did not intend to subject a bank’s con¬ 
duct of a securities business to the branching restric¬ 
tions imposed by 12 U.S.C. § 36(f).” 479 U.S. at 409. 

Subsidiary’s investment advisor services should also 
not be subject to branching restrictions. Investment 
advice does not involve accepting deposits, paying 
checks, or lending money, the activities listed in the 
definition of "branch" in 12 U.S.C. § 36(f), nor does it 
otherwise fall arguably within the range of core banking 
activities permitted to be performed only at licensed 
offices. 

Finally, you indicate that Subsidiary’s brokerage ser¬ 
vices will include the origination of margin lending and 
maintenance of customer credit balances. The OCC 
has previously permitted the brokerage subsidiaries of 
national banks to engage in margin lending and to 
maintain credit balances for customers to the extent 
that these transactions arise incidentally to the broker¬ 
age business.3 However, margin lending is a core 
banking activity and therefore must take place only at 
licensed main and branch offices All non-branch office 
lending activities must be conducted within the para¬ 
meters of the Comptroller’s Interpretive Ruling 7.7380, 
12 C.F.R. § 7.7380. 

J Michael Shepherd 
Senior Deputy Comptroller 

for Corporate and Economic Programs 

493—November 22, 1989 

This responds to your operating subsidiary notice indi¬ 
cating that your bank (the "Bank”) wishes, through an 
existing subsidiary (the "Subsidiary"), to provide de- 

'See Decision of the Comptroller of the Currency on the Application 
by Security Pacific National Bank to establish an operating subsidi¬ 
ary to be known as Security Pacific Discount Brokerage Services, 
Inc (August 26, 1984), reprinted in [ 1983-84 Transfer Binder) Fed 
Banking L Rep (CCH) II 99,284 
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posit account services to an affiliated national bank 

(the "Affiliate") located in South Dakota. For the reasons 
given below, we have determined that the proposed 

activities are permissible 

You have described the services to be performed as 

follows: 

traditional back office operations and customer 

services, including telephone and mail contact 

services such as sending account activity state¬ 

ments, maturity notices and deposit confirma¬ 

tions; managing account maintenance requests; 

closing accounts; resolving account problems; 

and responding to account information requests 

from [Affiliate’s] customers. 

You propose to conduct these activities at the Subsidi¬ 

ary's headquarters in South Dakota. Although the Sub¬ 

sidiary's activities will be related to the managing of 

deposit accounts, Subsidiary will not actually accept 

deposits from Affiliate’s customers, and therefore will 

not be acting as a branch of Affiliate. 12 U.S.C. § 36(f). 

National banks have traditionally performed services 

for one another. These "correspondent services" are 

necessary for the efficient functioning of the banking 

system. The Supreme Court has described correspon¬ 

dent services as follows: 

[l]n neither law nor banking custom has there 

developed a clear, fixed definition of the corre¬ 

spondent relationship [but] among the services 

typically provided within a conventional corre¬ 

spondent arrangement are check clearing, help 

with bill collections, participation in large loans, 

legal advice, help in building securities portfolios, 

counseling as to personnel policies, staff training, 

help in site selection, auditing, and the provision 

of electronic data processing. 

United States v. Citizens & Southern National Bank, 422 

U.S. 86, 114-115 (1975). Such services "must be ser¬ 

vices that reflect and incorporate the unique nature of 

the banking business.” Interpretive Letter No. 137 (De¬ 

cember 27, 1979), reprinted in Fed. Banking L. Rep. 

(CCH) H 85,218. 

The services that Subsidiary will provide to Affiliate are 

all permissible as correspondent services. Like check 

clearing, deposit account services are an essential 

part of the operation of a bank and are a highly- 

specialized activity unique to the banking business. 

Although the services that Subsidiary will perform will 

involve more extensive customer contact than we have 

previously approved in the correspondent services 

area, correspondent services are not limited to ac¬ 

tivities that do not involve customer contact See. e g 
No Objection Letter No 87-11 (November 30, 1987), 

reprinted in [1988-1989 Transfer Binder] Fed Banking 

L. Rep. (CCH) 1 84,040 (shared ATM network). 

An additional basis for approving your proposal is the 
fact that Subsidiary will perform its services for an 

affiliated bank. The OCC has on several occasions 

permitted national bank subsidiaries to perform for 

affiliates services that the subsidiary might not neces¬ 

sarily be permitted to perform for the general public or 

as a correspondent service See, eg., Interpretive 

Letter No. 398, (September 28, 1987) reprinted in 
[1988-89 Transfer Binder] Fed. Banking L. Rep (CCH) 

II 85,622 (national bank subsidiary may provide secur¬ 

ity and guard services to banking and non-banking 

affiliates). 

You may, therefore, proceed with your proposal 

J. Michael Shepherd 
Senior Deputy Comptroller 

for Corporate and Economic Programs 

★ ★ ★ 

Trust Interpretations 

232—August 16, 1989 

This is in reply to your letter of July 11,1989, concerning 

the administration of the Bank’s Stock Index Fund, "the 

Fund.” 

Finding 

Based upon the facts as made known to us, it is our 

opinion that the adjustments to unit holdings of certain 

Fund participants are appropriate where the adjust¬ 

ments were made to correct an overpayment. The 

adjustments were appropriate even though the dis¬ 

crepancies in values may have been the result of the 

lack of due care by the Bank (See discussion under 

"Analysis”.) 

Background 

Since June 1983, the Bank has administered a col¬ 

lective investment fund known as the Standard & Poor's 

(S&P) 500 Stock Composite Index Fund Transaction 

costs occasioned by an account entering or with¬ 

drawing from the Fund are charged to the account 

rather than the Fund This is done in order for the Fund 

to replicate the Index with as little tracking error as 

possible An index trade program would be initiated 
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wneo an account is to be admitted or withdrawn from 

the Fund These trade programs are conducted under 

an arrangement whereby a broker guarantees a trans¬ 

action price Any gain between the executed price and 

the guaranteed price is shared between the broker and 

ihe account Calculation of this execution gain is rec¬ 

onciled using New York Stock Exchange (NYSE) clos¬ 

ing prices. NYSE prices are utilized primarily because 
of the liquidity available on that exchange 

Admissions to or withdrawals from the Fund may result 

in trading gains or losses. A trading gain or loss would 

be the difference between realized execution value of 

the trade program and the value of the S&P 500 Com¬ 

posite index value Although all trading gains or losses 

were to be borne by the account, the trading was 

conducted by the Fund. This resulted in the need to 

make an adjustment to the Fund s unit value as dis¬ 

tributed to an account. The adjustment takes the form 

of determining the trading gain or loss and adding or 

subtracting that amount from the Fund's unit value The 

Bank used NYSE closing prices for determining trading 

gain or loss. Composite closing prices were used for 
valuing Fund units. 

Accounts withdrawing from the Fund on October 19, 

1987, benefited from the discrepancy in values created 

by the Fund's use of the two differing valuation 

methods. Trading gain was calculated at the lower 

NYSE closing prices. Units were redeemed at the 

higher composite prices. Withdrawing accounts were 

overpaid a factor of the trading gain. This overpayment 

reduced the value of the Fund for the remaining partici¬ 

pants, thereby introducing a tracking error and under¬ 
stated unit values. 

In December 1987, the Bank identified the valuation 

process as the cause of the tracking error. It was 

determined that a retroactive modification in valuation 

procedures was required to achieve proper tracking of 

the S&P 500 Composite Stock Index. These adjust¬ 

ments were made retroactive to October 16, 1987, so 

as to encompass those trades subject to the NYSE 
composite price discrepancies. 

The Bank has modified its valuation procedures. The 

Fund now uses composite prices to determine trading 

gams and losses as well as to value Fund units. Ex¬ 

ecution gains continue to be calculated based upon 
the NYSE prices 

Six accounts were affected by the retroactive adjust¬ 

ment All accounts have reimbursed the Fund One 

account, whose adjustment was approximately 

'i772,000, has requested that the Bank obtain the opin¬ 

ion of the Comptroller that the retroactive adjustments 
//ere proper 

Analysis 

The Bank cites 12 C.F.R. § 9 18(b)(14): 

No mistake made in good faith and in the exercise 

of due care in connection with the administration 

of a collective fund shall be deemed to be a 

violation of this part if promptly after discovery of 

the mistake the bank takes whatever action may 

be practicable in the circumstances to remedy 
the mistake. 

It would appear that the errors in Fund administration 

did not arise from the bad faith of the Bank. Based upon 

the information available, the Bank did not directly or 

indirectly benefit from the use of the two different 
methods of valuation. 

The Bank used two different closing prices when mak¬ 

ing calculations involving the same Fund unit values. 

Each source of closing prices was chosen because of 

its differing characteristics. These differing charac¬ 

teristics would create the possibility that the closing 

prices from each source would not be identical. The 

Bank failed to use due care when it chose to use two 

sources of prices and did not monitor for price differ¬ 

entials. We find it unnecessary to state an amount of 

price differential which would be acceptable. In the 

situation at hand, any variation would be considered 
significant. 

The Collective Trust plan does not specify the source of 

closing prices. Lack of such specificity would not be 

justification for the Trustee’s use of two different pricing 

sources. The practice of charging brokerage expenses 

to fund participants is an exception in collective fund 

administration. When implementing the practice, the 

Bank has a duty to do so accurately and equitably. The 

implementation should have entailed proper formula 
design and ongoing monitoring. 

Although the Bank may have failed to exercise due 

care, such mistake did not result in harm to the with¬ 

drawing accounts. The error in the calculation of trad¬ 

ing gain resulted in the withdrawing accounts being 

paid an amount in excess of the amunt due them This 

overpayment reduced the overall value of the Fund. 

Recovery of the overpayment should result in the with¬ 

drawing accounts receiving the exact amount due 

them, nothing more or less. For the accounts to keep 

the overpayment would result in the accounts being 

enriched by the error of the Bank. It is appropriate that 

adjustments to the interests of the withdrawing ac¬ 

counts and to the Fund result in all parties being made 
whole. 

A trustee of a collective investment fund has a fiduciary 



duty to ensure that the fund is administered with accu¬ 

rate unit values. The discrepancies were caused by the 

administrative practices implemented by the Bank. 

Any costs and expenses, including increased audit 

costs, incurred in rectifying the discrepancies should 

be borne by the Bank and not by the Fund or its 

participants. 

Based upon the facts as stated, it is our opinion that the 

adjustment of the overpayment was appropriate. We 

make no findings as to the accuracy of the bank's 

adjustment calculations. 

Dean E. Miller 
Deputy Comptroller for Compliance 

★ ★ * 

233—September 1989 

This is in reply to your letter of August 4, 1989, re¬ 
questing an interpretation of Banking Circular 233. 

You describe a situation wherein one or more members 

of the trust investment and/or administrative staff at¬ 

tend seminars sponsored by the various mutual fund 

providers. The costs associated with travel to the sem¬ 

inars are borne by the mutual fund providers. The 

mutual funds are used as investments in accounts for 

which the bank owes a fiduciary duty. 

The second situation concerns mutual fund sponsors 

providing the trust division with micro-computers which 

are used to interface between the trust division and the 

mutual funds. The mutual fund(s) have provided the 

trust department with software to be used with the 

microcomputers. The software includes programs to 

perform basic trust reporting to the small, individual 

client. This reporting would not be practical to run on 

most mainframe-based trust systems. 

In each situation, you state the benefits received by the 

bank are not being obtained specifically in exchange 

for investing a specified amount in the mutual fund. 

It is our opinion that both situations fall within the pro¬ 

visions of 12C.F.R. § 9.12(a). The receipt of the goods 

and services which directly or indirectly benefits the 

bank creates such an interest as might affect the ex¬ 

ercise of the best judgement of the bank in acquiring or 

retaining the investments in the mutual funds. This 

concept of divided loyalty is addressed in greater 

detail in the copies of the attached letters. 

You further state that a wholly owned bank subsidiary 

provides investment advice to the Trust Investments 

Committee. The subsidiary is a registered investment 

adviser. The adviser uses computer hardware and 

software provided by brokerage firms The receipt of 
such goods is pursuant to Section 28(e) of the Secur¬ 

ities Exchange Act of 1934 

You request our opinion whether the arrangement, as 

described above, conflicts with the provisions of Bank¬ 

ing Circular 233. 

Based upon the information provided, we do not see a 

conflict with the terms of Banking Circular 233 Gen¬ 

erally, we do not object to the employment of an affiliate 

as long as such employment is permissible under 

governing law and the fiduciary accounts are properly 

served. 

Dean E Miller 
Deputy Comptroller for Compliance 

Attachments 

May 4, 1989 

This is in reply to your letter, dated March 15,1989, and 
confirms your conversation with * * * on April 15, 1989, 

concerning Banking Circular 233, Acceptance of 

Financial Benefits by Bank Trust Departments. 

It is our opinion the receipt and use of computer hard¬ 

ware and software in a manner as described in your 

letter violates 12 C.F.R. § 9.12. Since the Bank receives 

goods and services from the registered investment 

companies (mutual funds), they are considered entities 

with whom there exists such an interest as might affect 

the exercise of the best judgment of the Bank. 

The Bank states that it has used several money market 
mutual funds since 1978. Investment in these funds is 

based upon investment criteria. There is no verbal or 

written agreement with any fund manager with regard 

to fund balances. Multiple funds are used to provide 

diversification; as a result, some funds have relatively 

small balances. The funds have provided the Bank with 

order-entry devices in the form of personal computers 

(“PCs'’) with software and modems. Some of the mutual 
funds have been used as a short-term investment prior 

to the Bank being provided with PCs. As stated during 

your conversation, the PCs have been used for pur¬ 

poses other than order-entry. These uses include 

spreadsheets, word processing, and participant re¬ 

cordkeeping. The Bank states that none of the fiduciary 

accounts have been adversely affected by the use of 

the PCs furnished by mutual fund sponsors 

The acceptance by a national bank trustee of any 
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financial benefits directly or indirectly conditioned on 

tne investment of trust assets in a particular investment 

IS prohibited under 12 C.F.R. § 9.12(a) and also is 

prohibited under the laws of most states The computer 

gooos are being provided by the mutual funds sponsor 

with the understanding that the funds will be used as a 

fiduciary investment. The corporate fiduciary has 

placed itself in a position wherein it receives a benefit 

as a result of its management of fiduciary assets placed 

in its care Under the law of trusts, the only con¬ 

sideration a fiduciary may receive is a fee for the 

administration of the trust estate unless otherwise 

authorized by local law, trust instrument, or court order. 

The beneficiary has a right to a fiduciary free from 

conflict-of-interest influences. The decisions in the 

management of the trust must be made solely to carry 

out the purpose of the trust, and must be solely for the 

welfare of the beneficiary and not for the advantage of 

the fiduciary. An argument can be made that the fiduci¬ 

ary accounts have not been adversely affected. This 

implies that the trustee s judgement had not been 

influenced. To accept this argument is to assume 

knowledge of the trustee's motivations. The court of 

equity does not engage in such an exercise. A breach 

of trust is found with the determination that a conflict of 

interest transaction has occurred; establishing that the 

beneficiary has been harmed is not necessary to estab¬ 
lish a breach of trust. 

Based upon our analysis of the information provided, it 

is our opinion that the activity falls within the prohibited 

practices described in Banking Circular 233. There¬ 

fore, the receipt of such goods and services is a conflict 

of interest within the meaning of 12 C.F.R § 9.12. The 

receipt and use of computer hardware and software 

from mutual fund sponsors and vendors should be 
limited to order-entry. 

Dean E. Miller 

Deputy Comptroller for Compliance 

June 21, 1989 

This is in reply to your letter to * * * dated March 13, 

'989, requesting advice about the receipt by national 

bank trustees of travel expenses paid for by investment 

company managers in connection with seminars 

offered by, or at the direction of, those investment 

company managers You attach a letter from you to 

, dated March 9, 1989, in which you suggest that 

bank trustees receipt of such expenses is not pro¬ 

hibited by the federal bank bribery laws or by Banking 

Circular 233 You do not discuss, however, whether the 

receipt of such expenses by bank trustees is covered 
by 12 C F R § 9 12(a) 

Section 9.12(a) clearly prohibits the acceptance by a 

national bank trustee of any financial benefits, in¬ 

cluding seminars and travel expenses offered by, or at 

the direction of, investment company managers, di¬ 

rectly or indirectly conditioned on the investment of 

trust assets in a particular investment. See Banking 

Circular 233. You indicate that you have advised your 

client that Banking Circular 233 is not meant to and 

does not apply to the seminars it offers to existing and 

potential institutional shareholders of the institutional 

funds under your client's management, because the 

receipt of these benefits by bank trustees is not con¬ 

tingent upon the investment of trust assets in a par¬ 
ticular fund. 

Whether the receipt of those benefits is directly or 

indirectly contingent upon the investment of trust as¬ 

sets in a particular fund is a factual question that we are 

unable to address without further information. The in¬ 

applicability of Banking Circular 233 to national bank 

trust departments that receive seminars and travel 

expenses, in any case, would not imply that a bank 

which accepts such benefits has not violated 12 C.F.R. 
§ 9.12(a). This regulation provides: 

Unless lawfully authorized by the instrument cre¬ 

ating the relationship, or by court order or by local 

law, funds held by a national bank as fiduciary 

shall not be invested in stock or obligations of, or 

property acquired from . . . individuals ... or or¬ 

ganizations in which there exists such an interest, 

as might affect the exercise of the best judgment 

of the bank in acquiring the property. . . . 

The principle reflected in 12 C.F.R. § 9.12(a) is that 

national bank trustees owe exacting fiduciary duties to 

customers who place trust funds under the bank’s 

management. Trustees are obliged to make decisions 

concerning the investment of trust assets based 

exclusively on the best interests of trust customers. By 

accepting benefits such as travel expenses offered in 

connection with seminars, including the personal ben¬ 

efits of recreation and other social activities, from in¬ 

vestment company managers, trustees place them¬ 

selves in positions wherein their investment decisions 

may be influenced by factors that are not relevant to the 

suitability of their investments for their trust customers. 

Trust officers who accept these benefits may feel an 

obligation to invest in the funds provided by particular 

investment company managers. Consequently, 

trustees may place themselves in the position of not 

making decisions concerning the investment of trust 

assets based exclusively on the "best interest of trust 
customers,” in violation of 12 C.F.R § 9.12(a). 

To avoid violations of 12 C.F.R. § 9 12(a). national 

banks should bear the cost of travel expenses associ- 



ated with seminars offered by, or at the direction of, 

investment company managers, if bank trustees attend 

such seminars. Alternatively, the trust department 

should ensure that such arrangements are lawfully 

authorized by the instruments creating the relation¬ 

ships between the banks and their respective trust 

beneficiaries, court order, or local law. 

Without addressing the legality of such benefits under 

the federal bank bribery laws, we note that those laws 

do not affect our conclusion that the receipt of these 

benefits may violate 12 C.F.R § 9.12(a). 

Dean E. Miller 
Deputy Comptroller for Compliance 

August 11, 1989 

This is in reply to your letter of June 19, 1989. You 

inquire whether certain arrangements are addressed 

by Banking Circular 233, Acceptance of Financial 

Benefits by Trust Departments. 

We will answer your questions in the order presented: 

1) It would not be permissible to accept and to 

use computer hardware and software to auto¬ 

matically transmit purchases and redemptions 

and to retrieve current and historical portfolio and 

performance data concerning the mutual funds 

being used for fiduciary and non-fiduciary cus¬ 

tomers. The bank is being provided with hard¬ 

ware and software to be used for purposes in 

addition to order-entry. As stated in the Circular, 

. . under limited circumstances, the use by a 

national bank trust department of free automated 

order-entry systems to place orders with funds 

offered by an investment company may be per¬ 

missible if the availability of such systems is not 

dependent on the investment of trust assets in a 

particular fund or group of funds.” 

2) It would not be permissible to accept computer 

hardware and software for general investment 

purposes including portfolio construction and re¬ 

trieval of general investment research and analy¬ 

sis. Receipt of the goods and services would not 

be permissible even if the investment research 

and analysis benefits the bank’s clients as a 

whole. 

In situations one and two, the bank receives from the 

mutual fund sponsor something in addition to the fidu¬ 

ciary investment. The additional benefit is being re¬ 

ceived as a result of investing in a particular mutual 

fund Although what is being received may ultimately 

be used in some manner for the benefit of all clients or a 

portion of the clients, the receipt by the fiduciary of the 

additional service may influence the selection of the 

investment. The fiduciary's investment selection pro¬ 

cess should be based solely upon investment criteria 

and characteristics of the investment 

3) and 4) It would not be permissible for one or 

more of the bank’s personnel to accept an in¬ 

vitation to an all-expense-paid seminar (travel, 

lodging, meals, and entertainment) presented by 

a mutual fund sponsor. In question three, the 

purpose of the seminars would be to meet with the 

current portfolio managers of funds held as an 
investment. In question four, the purpose of the 

seminar is to focus on the types of services and 

products offered by the firm and to introduce the 

firm’s management. 

The bank/and or its employees are receiving items of 
personal consideration as a result of their fiduciary 

capacity of having authority to manage the assets of 

others. Receipt of such personal consideration might 

affect the independent exercise of the best judgement 

of those making such investment decisions. See 12 

C.F.R. § 9.12(a). It would not be permissible to accept 

travel, lodging, meals, and entertainment or reim¬ 

bursement for such expenses when the corporate fidu¬ 

ciary has an existing relationship with a mutual fund 

sponsor or any mutual fund in a family of mutual funds. 

A conflict would also be presented if a fiduciary initially 

purchases for accounts mutual fund shares after re¬ 

ceiving free travel, lodging, meals, and entertainment. 

Since the arrangement does not use brokerage com¬ 

missions to pay for brokerage and research services, 

the arrangement is not protected by the Securities 

Exchange Act Section 28(e) It should be noted that 

even if the arrangement were subject to Section 28(e), 

non-research aspects of a seminar such as a travel 

costs, hotel, meal, and entertainment expenses are not 

within the safe harbor (See Securities Exchange Re¬ 

lease No. 34-23179.) 

As proposed, the benefits may to some degree be 
used to benefit some accounts However, the benefits 

received will not be passed on to all beneficiaries 

according to their pro rata investment in a fund The 

fiduciary personally benefits by having services pro¬ 

vided for its use in servicing fiduciary accounts at no 

cost to the corporate fiduciary The provision of such no 

cost goods and services may affect the fiduciary’s 

decisions on behalf of the investing account There¬ 

fore, investment decisions could be the result of con¬ 

siderations other than investment criteria It is possible 

that the accounts will be indirectly paying for the goods 

and services by being invested in under-performing 



ur'as he accounts paying for the services or gener¬ 

ating the investment balances may not be the full 
recipients of the goods and services. 

In sum, the use by a national bank trust department of 

free automated order-entry systems to place orders 

with mutual funds may be permissible if the availability 

of such systems is not dependent on the investment of 

trust assets in a particular fund or group of funds. The 

receipt of other goods and services in addition to 

order-entry would be considered an impermissible 

incentive as addressed by Banking Circular 233. 

Dean E Miller 

Deputy Comptroller for Compliance 

234—September 21, 1989 

This is in reply to your letter dated August 4, 1988. Our 

attorneys advise us that neither returning to the dis¬ 

cretionary accounts the pro rata share of the mutual 

fund advisory fee, nor establishing twin portfolios and 

waiving ant advisory fee from the portfolio for dis¬ 

cretionary fiduciary accounts, resolve the conflicts of 

interest. Compliance with 12 C.F R. § 9.12 would be 
required. 

The Bank is considering acting as investment advisor 

to an open-end, private label money market mutual 

fund (MMMF). The MMMF would be available as an 

investment for both discretionary accounts and non- 

discretionary clients of the Bank. One alternative under 

consideration is to return to the discretionary investing 

accounts a pro rata share of the advisory fee paid to the 

Trust Division. The second alternative is to establish a 

dual portfolio MMMF. One portfolio would be limited to 

investment by discretionary accounts. The advisory fee 

would be waived for this portfolio. The second portfolio 

would be for non-discretionary clients of the Bank. Full 
fees would be charged to this portfolio. 

The conflicts of interest presented by the proposals are 

nor eliminated by the corporate fiduciary waiving the 

advisory fee chargeable to discretionary accounts. 

E stablishing the mutual fund may be dependent upon 

me availability of the fiduciary assets. The presence of 

rhe fiduciary assets improve the marketability of the 

mutual fund In both situations the use of fiduciary 

assets result in the direct financial benefit to the cor¬ 
porate fiduciary 

Because of the conflicts of interest presented, the 

proposals fall within the terms of 12 C.F.R § 9 12 

Funds held by the Bank as fiduciary should not be 

invested in a mutual fund advised by the Bank (or an 

affiliate of the Bank) unless lawfully authorized by the 

terms of the instrument creating the relationship, court 

order, or local law Also, the doctrine of consent may be 

invoked This would require all parties in interest to the 

account to be ascertained and sui juris or represented 

by a guardian ad litem. Full and accurate disclosure of 

the nature of the conflict is necessary in order for the 

consent to be validly obtained. Qualified employee 

benefit accounts would be subject to ERISA. (See 
specifically PTE 77-4.) 

Dean E. Miller 

Deputy Comptroller for Compliance 

★ ★ * 

235—September 21, 1989 

The letter of Bank’s counsel, dated August 10, 1989, 

was forwarded to the Trust Activities Division for a 

reply. The letter expresses the views of the Bank con¬ 

cerning the reporting of information to parties in interest 

to trusts, of which the Bank acts as trustee. These trusts 

hold shares of an investment company group for which 

an affiliate of the Bank is the investment adviser. The 

Bank has waived a portion of its trustee’s fees. In lieu 

thereof, the affiliated adviser's fee is charged. 

It remains the opinion of the OCC that the Bank has a 

duty to disclose to the parties in interest the fees and 

expenses being paid to the trustee and its affiliates as a 
result of investing assets of a trust or any fiduciary 

account. The parties in interest have a right to know the 

full amount of fees and expenses charged by the Bank 

and its affiliates for administration of the account. Fail¬ 

ure to provide such information is a breach of the 
Bank’s fiduciary duty. 

A fiduciary has an obligation to account for funds 

entrusted to it. This is well established in the law. The 

supervisory responsibilities of the OCC restrict our 

ability to waive, exempt, or not enforce this fundamen¬ 

tal fiduciary duty. The modification of this fiduciary duty 

is the province of the state legislature or the jurisdiction 
of the courts. 

We are not persuaded that fee disclosure may result in 

a competitive disadvantage to the Bank and therefore 

should be omitted. We see a distinction between a 

fiduciary investing in an unrelated mutual fund versus a 

mutual fund in which it has a financial interest. The 

self-dealing/conflict of interest aspects of the trans¬ 
action necessitate full disclosure by the fiduciary 

Fiduciary principles do not permit "secret" or "hidden" 
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fees. Liability for such action may ensue. The Bank, at 

least to some degree, recognizes this principle. The 

Bank no longer invests accounts subject to court jur¬ 

isdiction in the related mutual funds. This action was 

taken because the Bank did not have in place a mech¬ 

anism to make the fee disclosure to the court. 

We recognize there has been some confusion by the 

use of the term “line item.” What was intended is that the 

dollar amount of fees (and/or expenses, such as cus¬ 

tody or recordkeeping) attributed to an account invest¬ 

ing in the related mutual fund be specifically stated in 

the account statement. Only the account's proportion 

of fees and expenses paid by the mutual fund to the 

fiduciary and its affiliates should be stated. Since such 

fees and expenses have already been charged, the 

specific dollar amount would be disclosed as a note or 

a statement in the accounting to parties in interest. The 

statement should alleviate any confusion by the fiduci¬ 

ary’s client. It could explain that the fees have been 

charged at the mutual fund level and appear merely as 

a matter of disclosure. If the Bank thinks a customer will 

be confused, the note could also explain that the fees 

are not a deductible expense of the account. 

The securities laws and the laws and principles govern¬ 

ing fiduciary relationships have a different purpose. 

The securities laws require full disclosure to be made to 
the investor pertaining to a security. In the context of 

fiduciary activities, the relationship is account-driven. 

As agent, custodian, or trustee, a bank has a duty to 

provide information to parties in interest as to admin¬ 

istration fees. Investing in mutual funds of the Bank and 

its affiliates is performed as part of the administration of 

the account. 

The duty to account or inform extends even to agency 

and custody accounts where the Bank exercises no 

discretion. Discretion over a limited portion of an ac¬ 

count's assets, such as cash management, would re¬ 

sult in the Bank becoming a managing agent. Banks 

that provide custodial services, but do not have in¬ 

vestment discretion, must fulfill duties imposed by state 

law. Generally, an agent has a duty not to deal with the 

principal as an adverse party, on behalf of an adverse 

party, or for the agent's own account, in a transaction in 

connection with the agency. 

An agent may establish a program or recommend 

investments wherein it is to receive compensation or 

consideration from a third party, if two conditions are 

met. The agent must fully disclose in writing to the 

principal all facts which the agent knows or should 

know would reasonably affect the principal's judge¬ 

ment in maintaining the agency relationship, including 

the fact that the agent is to receive compensation or 

other consideration from the third party as a result of the 

administration of the agency account and all material 

facts concerning the bank’s receipt of third party 

consideration. 

In the case of the pure agency, the principal would be 

considered the investor. The federal securities laws 

require investment companies to provide to investors 

certain reports on a regular basis Recognizing these 

reporting requirements, an agent may not have to 

provide the same degree and extent of disclosure as 

would a fiduciary exercising investment discretion. As 

a result, we would not object if the agent periodically 

discloses to the principal the percentage of fees and 

expenses that it and its affiliates are receiving based 

upon the contractual arrangement with the mutual 

fund. Such disclosures would be separate and distinct 

from any reporting required by the securities laws. 

These periodic percentage disclosures are required as 

a result of the Bank's capacity as agent 

Within thirty days, please inform us of the corrective 

action implemented. Please send a copy of your re¬ 

sponse to Robert W. Hefner, Director for Bank Supervi¬ 

sion, Central District, One Financial Place, Suite 2700. 

440 South LaSalle St., Chicago, Illinois 60605. 

Dean E. Miller 

Deputy Comptroller for Compliance 

* * Hr 

236—October 18, 1989 

This is in reply to your letter dated September 25,1989 

You request our opinion concerning a proposed cor¬ 

porate policy on the reporting by * * * Associates and 

whether it complies with 12 C.F.R. § 12.6(d). 

It is our opinion that the proposed corporate policy 

would comply with 12 C.F.R. § 12.6(d) if properly 

adopted. 

* * * Bank Corporation and its seven susidiaries have 

established a corporate-wide written policy and pro¬ 

cedure on confidential information and securities trad¬ 

ing. Every officer or employee of the Corporation or any 

of its subsidiaries which are subject to 12 C.F.R. § 

12.6(d) must provide a written report as required by the 

regulation to the chief auditor of * * * Bank Corporation 

within the prescribed time period 

The chief auditor is responsible for the auditing func¬ 

tions of each of the subsidiaries The auditor is an 

officer of only one of the subsidiaries Consequently, 

you raise the possibility that there might not be strict 

compliance with the regulation since the officers and 
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employees may not be reporting directly to the bank. 

As you know, the board of directors of each bank is 

responsible for the proper administration of the bank 

herefore, the board of directors of each bank should 

adopt by resolution the reporting policy. This in effect 

would result in the chief auditor being the agent for 

each bank The auditor should maintain the reporting 

records by the bank so that the bank's board and the 

OCC can monitor for compliance with 12 CFR S 
126(d). 

Dean E Miller 

Deputy Comptroller for Compliance 

★ * * 

237—October 30, 1989 

This is in reply to your request for a ruling concerning an 

arrangement whereby a national bank (Bank A) is to 

receive sub-transfer agent fees as a result of investing 

fiduciary, custody, and ERISA accounts in a mutual 
fund. 

Based upon the facts presented and information 

learned through conversations with the banker in¬ 

volved and other regulators, the arrangement presents 

a conflict of interest subject to 12 C.F.R. § 9.12, and is a 
possible prohibited transaction under ERISA. 

Under the arrangement, Bank A would receive sub- 

fransfer agent fees as a result of causing fiduciary 

accounts, including those subject to ERISA, and cus¬ 

tody accounts, to invest in the mutual fund. The mutual 

fund appoints Bank B to provide transfer agent ser¬ 

vices for shareholders pursuant to an agreement be¬ 

tween Bank B and the mutual fund The agreement 

provides that to the extent the transfer agency services 

are performed by a correspondent bank that maintains 

an omnibus account with Bank B for multiple share¬ 

holders, compensation may be paid by the fund to the 

correspondent (Bank A) In the example provided, the 

compensation to be received is $18.00 per annum for 
each shareholder account. 

he conflict arises from the Bank A receiving third party 

compensation as a result of investing account assets in 

the mutual fund Bank A has placed itself in a position of 

divided loyalty by entering into an agreement to receive 

third party compensation as a result of the manage- 

rnent of funds belonging to others The selection of the 

mutual fund can no longer be said to be unbiased, 

cmce the bank is to receive compensation from the 

mutual fund In terms of 12 C F R § 9 12, because of 

the arrangement to receive sub-transfer agent fees, the 

mutual fund becomes "an organization in which there 

exists such an interest as might affect the exercise of 

the best judgement of the bank in acquiring the 
property.” 

No information has been provided which would estab¬ 

lish that the arrangement is lawful for a fiduciary under 

state law. For Bank A to lawfully engage in the ar¬ 

rangement for its fiduciary accounts which are subject 

to the common law of trusts, specific authorization 

would have to be provided by the terms of governing 

instruments, by court orders, or by consent of all parties 
in interest. 

Discussions with members of DOL [Department of 

Labor] headquarters staff indicate the arrangement 

would be viewed as a possible prohibited transaction. 

Specifically, Section 406(b)(1) of ERISA provides that 

"a fiduciary with respect to a plan shall not deal with the 

assets of the plan in his own interest or for his own 

account. In the case at hand, Bank A, a fiduciary as 

defined by ERISA, will be investing plan assets in a 

manner which results in the bank receiving money from 

a third party. As you are aware, a prohibited transaction 

may not be authorized by the plan sponsor. 

As we analyze the arrangement, the bank is producing 

no (or, at best, insignificant) additional records as a 

designated sub-transfer agent. Consequently, most if 

not all of the sub-transfer agent fees will be additional 

unearned compensation. The bank financially benefits 

as a result of its investment decision. If the fee repre¬ 

sented a recovery of expenses, then the result may be 

different under ERISA. (See 29 C.F.R. § 2550.408(b) 

(2)(e) pertaining to a fiduciary recovering actual 
expenses.) 

In the situation of a pure agency/custody account, the 

bank may argue it has no fiduciary duty since it is not 

making the investment decision. This would be too 

narrow a view of an agent’s fiduciary responsibilities. 

An agent has a duty to deal fairly with its principal. This 

concept is discussed in further detail in the May 15, 

1989 letter attached (Trust Interpretation No. 222). 

When presenting the mutual fund as an investment for 

the agency account, the bank/agent should disclose 

the fees it will receive as a result of the sub-transfer 

agent arrangement The principal has a right to be 

informed of the agent's interest in the transaction pre¬ 
sented by the agent. 

We trust that this fully addresses the issues raised Any 

question you have concerning these findings may be 

directed to Bill Granovsky at 202-447-1731. 

Dean E Miller 

Deputy Comptroller for Compliance 

102 



it it it 

238—October 31, 1989 

This is in response to your letter of September 18,1989, 

wherein you request confirmation of previous con¬ 

versations with this office that Precedent and Opinion 

9.4060 does not apply to investments directed by 
employees under the 401 (k) Plan of * * * (Employer) as 

it would be governed by proposed regulations under 

ERISA Section 404c-1. The plan is trusteed by * * * 

(Trustee). 

Under the Employer’s plan, the employees will have a 

choice of investments in three mutual funds which are 

advised by * * *. The employees will communicate any 

investment changes directly by telephone to * * *. 

* * * will advise the Trustee monthly of employee in¬ 

vestment decisions and aggregate changes in the 

investment levels of the Funds. 

Based on the facts as presented in your letter and 

summarized here, the 401 (k) part of this plan con¬ 

cerning directed investments by participants would be 

exempt from the application of Precedent and Opinion 

9.4060. However, a named fiduciary (e g. employer, 

trustee, investment manager) would still have the on¬ 

going duty to consider the suitability of the designated 

pooled funds. 

We have noted some statements in your letter which 

appear to be inconsistent with DOL's proposed regu¬ 

lations under ERISA Section 404c-1. For a plan to 

qualify as a 404(c) plan, it must offer a “broad range” of 

investment alternatives. Under 404c-1 (c)(2)(ii), this is 

defined as a minimum of at least four funds. Your letter 

indicates only three funds will be available. 

Additionally, you state that the employees will commu¬ 

nicate their investment changes directly to * * * by 

telephone. No mention is made of the requirement of 

404c-1(b)(2)(i) that the plan fiduciary receiving the 

instructions must provide written confirmation of those 

oral instructions to the participants. 

In order to take advantage of the proposed regulatory 

changes under ERISA Section 404c-1, the plan and its 

fiduciaries must comply strictly with all of its 

requirements. 

Billy L. Dowdle 
Director for Trust Activities 

★ ★ * 

239—November 2, 1989 

This is in reply to your letter of October 3, 1989 You 

request our opinion as to whether the Bank may estab¬ 

lish a collective investment fund for related trust ac¬ 

counts under 12 C.F.R. § 9.18(c)(4). 

The Bank serves as co-trustee with various individuals 

on all of the accounts. All of the trusts are presently in 

existence. The settlors of the trusts are father, mother, 

and their children. All of the trusts share a common 

investment objective. 

It is our opinion that the pooling arrangement would 

qualify under 12 C.F.R § 9.18(c)(4). Pooling ar¬ 

rangements under 12 C.F R § 9 18(c)(4) are not sub¬ 

ject to the requirements of 12 C.F R § 9.18(b). 

This opinion is based upon the facts presented in your 

letter. As 9.18(c)(4) qualification is a factual deter¬ 

mination, different facts and circumstances may result 

in a different finding. 

Dean E. Miller 

Deputy Comptroller for Compliance 

★ ★ ★ 

240—November 6, 1989 

This is in reply to your letter of October 10, 1989. You 

inquire whether open-end money market mutual funds 

(“MMMFs”) would be a permissible investment under 

12 C.F.R. § 9.18(b)( 15)(i). 

Regulated investment companies having the charac¬ 

teristics common to MMMFs would be a permissible 

investment under 12 C.F.R. § 9.18(b)( 15)(i) For a 

mutual fund to be a permissible investment for a com¬ 

mon trust fund, mutual funds must be a permissible 

investment for all accounts participating in the col¬ 

lective fund See Trust Banking Circular No 4 Rev 

Also, the investment powers clause of the plan of 

operation for the collective fund should specifically 

authorize the investment in MMMFs 

A MMMF as an investment in a common trust fund 

would be subject to 12 C.F.R. § 9 18(b)(9)(ii) and 12 
C.F R § 9 12 In addition to the self-dealing con¬ 

siderations listed in your letter, a question of conflicts 

arises when a collective investment fund invests in 

mutual funds sponsored by the same entities that 
sponsor the mutual funds which are advised or other¬ 

wise serviced by the Bank and its affiliates 

Dean E. Miller 

Deputy Comptroller for Compliance 

103 



241—November 14, 1989 

This is in reply to your letter dated November 2, 1989 

You inquire whether a bank, as a disqualified person 

who serves as trustee or service provider to an ESOP, 

can make through its commercial division qualified 

term loans to the company sponsoring the ESOP The 

company in turn will "mirror” the loan to the trust. 

In our opinion such a loan can be made. Section 

408(b)(3) of the Employee Retirement Income Security 

Act of 1974 establishes an exemption for a direct 

qualified loan. It would appear that what can be done 
directly can also be done indirectly. 

Billy L. Dowdle 

Director for Trust Activities 
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Mergers — October 1 to December 31, 1989 

Mergers consummated involving two or more oper¬ 
ating banks. 

Page 

California 
October 19. 1989 

Security Pacific National Bank, Los Angeles, California, 

and 

Southwest Bank, Vista, California 

Merger . 109 

December 21, 1989 

Olympic National Bank, Los Angeles, California, and 

United Community Bank, Westlake Village, California 

Merger . 109 

December 31, 1989: 

Huntington National Bank, Huntington Beach, 

California, and 

Mid-Cities National Bank, Bellflower, California 

Merger . 109 

Colorado 
October 6, 1989 

Colorado National Bank-Exchange, Colorado Springs, 

Colorado, and 

First Bank, Colorado Springs, Colorado 

Merger . 109 

Florida 
October 6, 1989: 

NCNB National Bank of Florida, Tampa, Florida, and 

Southern FloridaBanc Savings and Loan Association, 

Boca Raton, Florida 
Merger . 109 

October 13, 1989 

NCNB National Bank of Florida, Tampa, Florida, and 

Freedom Savings and Loan Association, Tampa, 

Florida 
Merger. 109 

November 6, 1989 

The Bank of New York Trust Company of Florida, 

National Association, Miami, Florida, and 

Irving Trust Company Florida, Miami, Florida 

Merger . 110 

December 15, 1989 

Jefferson National Bank, Miami Beach, Florida, and 

Jefferson National Bank, Boca Raton, Florida 

Merger. 110 

December 30, 1989: 

Southeast Bank, National Association, Miami, Florida, 

and 
Southeast Bank of Gainsville. Gainsville, Florida, and 

Southeast Bank for Savings, Jacksonville, Florida 

Merger . 110 

Illinois 
December 29, 1989: 

Old Kent Bank, National Association, Elmhurst, Illinois, 

and 
Old Kent Bank-Northwest, Rolling Meadows, Illinois 

Merger HO 

Indiana 
November 18, 1989 

Ameritrust National Bank, Central Indiana, Indianapolis, 

Indiana, and 
Ameritrust National Bank, Hamilton County, Noblesville, 

Indiana 
Merger HO 
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December 16, 1989 

Ameritrust National Bank, Central Indiana, Indianapolis, 

Indiana, and 

Indiana Bank and Trust Company, Martinsville, Indiana 

Merger . 110 

Iowa 
December 31, 1989 

Peoples National Bank, Council Bluffs, Iowa, and 

Peoples State Bank, Missouri Valley, Iowa 

Merger. 111 

Kansas 
December 1, 1989: 

Union National Bank of Wichita, Wichita, Kansas, and 

Union Boulevard National Bank, Wichita, Kansas 

Merger . HI 

Kentucky 
December 31, 1989 

The Harlan National Bank, Harlan, Kentucky, and 

The Guaranty Deposit Bank, Cumberland, Kentucky 

Merger . HI 

Louisiana 
October 6, 1989 

Hibernia National Bank, New Orleans, Louisiana, and 

River City Federal Savings Bank, Baton Rouge, 

Louisiana 
Merger . 111 

The First National Bank of Lake Charles, Lake Charles, 

Louisiana, and 

National Bank of Commerce of De Ridder, De Ridder, 

Louisiana 

Merger .  HI 

Michigan 
October 1, 1989 

Comerica Bank-Jackson, National Association, 

Jackson, Michigan, and 

Comerica Bank-Grand Rapids, National Association 

Grand Rapids, Michigan, and 

Metrobanc, National Association, Grand Rapids. 

Michigan 

Merger. HI 

First of America Bank-Marquette, National Association, 

Marquette, Michigan, and 
First of America Bank-Cooper County, Calumet. 

Michigan 

Merger 112 

November 1, 1989 

First of America Bank-Marquette, National Association, 

Marquette, Michigan, and 

First of America Bank-Gogebic, National Association. 

Ironwood, Michigan 

Merger 112 

Minnesota 
November 9, 1989 

First National Bank of Long Prairie, Long Prairie 

Minnesota, and 

The Lee State Bank, Browerville. Minnesota 

Merger 112 
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Page 
Page 

Montana 
December 1 1989 

The First National Bank of Glendive, Glendive, 
Montana, and 

F rst Security Bank of Glendive, Glendive Montana 
Merger 

Nebraska 
November 20 1989 

Security National Bank of Superior Superior, Nebraska 
and 

Lawrence State Bank. Lawrence, Nebraska 
Merger . 

November 21, 1989 

First National Bank of Omaha, Omaha, Nebraska, and 
First of Omaha Savings Company Omaha, Nebraska 
Merger. 

North Carolina 
October 31, 1989 

Southern National Bank of North Carolina, Lumberton 
North Carolina, and 

American Bank and Trust Company, High Point, North 
Carolina 

Merger 

Ohio 
November 30. 1989 

The Fifth Third Bank of Miami Valley, National 
Association Piqua, Ohio, and 

The Citizens State Bank of Greenville, Greenville, Ohio 
Merger 

Oklahoma 
October 12, 1989 

The Liberty National Bank and Trust Company of 
Oklahoma City, Oklahoma City, Oklahoma, and 

North Bank, National Association, Oklahoma City 
Oklahoma 

Merger . 
October 13, 1989 

Bank of Oklahoma, National Association, Tulsa, 
Oklahoma and 

Bank of Oklahoma, Broken Arrow, National Association, 
Broken Arrow, Oklahoma, and 

Bank of Oklahoma City Plaza, Tulsa, Oklahoma, and 
Bank of Oklahoma, Lewis Center, Tulsa. Oklahoma, 

112 

113 

113 

and 
Bank of Oklahoma 
Merger 

November 30, 1989 
Bank of Oklahoma. 

Oklahoma, and 
Bank of Oklahoma. 
Merger 

Southwest Tulsa, Tulsa, Oklahoma 

National Association, Tulsa, 

Mercantile Center, Tulsa. Oklahoma 

South Dakota 
October 1 1989 

F rst National Bank. Pierre, South Dakota, and 
First State Bank of McLaughlin, McLaughlin, South 

Dakota 
Merger 

Texas 
October 5 1989 

The First National Bank of Albany Albany Texas and 
Strawn Security Bank, Strawn Texas 
Merger 

October 6, 1989 

Hibernia National Bank in Texas, Pflugerville. Texas 
and 

Trinity Valley Savings and Loan Association, Cleveland 
Texas 

112 Merger 
October 12, 1989 

Bank of Galveston, National Association, Galveston, 
Texas, and 

Citizens Bank, Galveston, Texas 
Merger 

October 13, 1989 

NCNB Texas National Bank, Dallas, Texas, and 
University Federal Savings Association, Houston, Texas 
Merger . 

October 19, 1989 

Texas Commerce Bank-Beaumont, National 
Association, Beaumont, Texas, and 

Beaumont Bank, National Association, Beaumont, 
Texas 

Merger . 
October 20, 1989: 

Austin National Bank, Austin, Texas, and 
First Consolidated Bank-Buda, National Association, 

113 Buda, Texas 
Merger . 

October 20, 1989 

First City, Texas-Bryan, National Association, Bryan, 
Texas, and 

First Consolidated Bank-Ferris, Ferris, Texas 
Merger. 

October 20, 1989 

First City, Texas-Bryan, National Association, Bryan, 
Texas, and 

First Consolidated Bank-Rosebud, National Association, 
Rosebud, Texas 

Merger . 
October 20, 1989 

First City, Texas-Bryan, National Association, Bryan, 
Texas, and 

113 First Consolidated Bank-Pleasant Run at 1-35, National 
Association, Lancaster, Texas 

Merger. 
October 27, 1989 

The Frost National Bank of San Antonio, San Antonio, 
Texas, and 

Fair Oaks National Bank, Boerne, Texas, and 
First National Bank, Boerne, Texas 
Merger . 

November 1, 1989. 

113 American National Bank-South, Corpus Christi. Texas, 
and 

American National Bank-Corpus Christi, Corpus Christi, 
Texas 

Merger . 
114 November 9, 1989 

Hibernia National Bank in Texas, Pflugerville, Texas, 
and 

United National Bank of Plano, Plano, Texas 
Merger. 

November 16, 1989 

Hibernia National Bank in Texas, Pflugerville, Texas, 
and 

114 Executive National Bank, San Antonio, Texas 
Merger 

November 16, 1989 

Hibernia National Bank in Texas, Pflugerville. Texas, 
and 

Love Field National Bank, Dallas. Texas 
1 14 Merger 

114 

114 

114 

114 

115 

115 

115 

115 

115 

115 

116 

116 
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November 28, 1989 
First National Bank in Edinburg, Edinburg, Texas, and 

National Bank of Commerce, Edinburg, Texas 

Merger. 117 

November 30, 1989 
Hibernia National Bank in Texas, Pflugerville, Texas, 

and 
Greater Texas Bank North, National Association, Austin, 

Texas 

Merger. 117 

November 30, 1989 

NCNB Texas National Bank, Dallas, Texas, and 

Greater Texas Bank Southwest, National Association, 

Austin, Texas 

Merger . 117 

December 7, 1989, 

Citizens National Bank of Weatherford, Weatherford, 

Texas, and 

Aledo State Bank, Aledo, Texas 

Merger. 118 

December 7, 1989: 

Hibernia National Bank in Texas. Pflugerville, Texas, 

and 

First National Bank of Frisco, Frisco. Texas 

Merger . 118 

December 8, 1989 

Hibernia National Bank in Texas, Pflugerville, Texas, 

and 
Westheimer Memorial Bank, National Association, 

Houston, Texas 

Merger . 118 

December 13, 1989: 

The First National Bank in Joshua, Joshua, Texas, and 

Midlothian National Bank, Midlothian, Texas 

Merger. 118 

December 29, 1989 
Promenade National Bank, Richardson, Texas, and 

Plano National Bank, Plano, Texas 

Merger . 118 

December 31, 1989 

First National Bank of Killeen, Killeen, Texas, and 

United National Bank, Houston, Texas, and 

American Bank of Conroe, Conroe, Texas 

Merger . 118 

Virginia 
October 27, 1989 

Jefferson National Bank/Tidewater, Chesapeake, 

Virginia, and 

American Bank, Newport News, Virginia 

Merger . 119 

December 8, 1989 

New Atlantic Bank, National Association Norfolk 

Virginia, and 

Atlantic National Bank, Norfolk, Virginia 

Merger . 119 

Washington 
December 2, 1939 

Seattle-First National Bank, Seattle, Washington, and 

American Savings Bank, Tacoma, Washington 

Merger . 119 

West Virginia 
December 15, 1989. 

Greenbrier Valley National Bank, Lewisburg, West 

Virginia, and 

Western Greenbrier National Bank, Rainelle, West 

Virginia 

Merger. 119 

Wisconsin 
October 30, 1989 

The Rock County National Bank of Janesville 

Janesville, Wisconsin, and 

Rock County Savings and Trust Company, Janesville, 

Wisconsin 

Merger. 120 

November 4, 1989 

Bank One, Milwaukee, National Association, Milwaukee 

Wisconsin, and 

Bank One, Mequon, Mequon, Wisconsin 

Merger. 120 

November 18, 1989 

Bank One, Milwaukee, National Association, Milwaukee 

Wisconsin, and 

Bank One, Waukesha, Delafield, Wisconsin 

Merger. 120 

November 20, 1989 

First Wisconsin National Bank of Sheboygan 

Sheboygan, Wisconsin, and 

First Wisconsin South West Bank of Sheboygan, 

Sheboygan, Wisconsin 

Merger.   120 
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A number of transactions in this section do not have an accompanying decision. In those cases, the OCC reviewed the 

competitive effects of the proposals by using its standard procedures for determining whether the transaction has 

minimal or no adverse competitive effects. The OCC found the proposals satisfied its criteria for transactions that 

clearly had no or minimal adverse competitive effects. 

SECURITY PACIFIC NATIONAL BANK, 
Los Angeles, California, and Southwest Bank, Vista, California 

Names of institutions and type of transaction Total assets 

Security Pacific National Bank, Los Angeles, California (2491) with. $48,920,000,000 
and Southwest Bank, Vista, California, with. 358,000,000 
merged October 19, 1989, under charter and title of the former. The merged bank at date of merger had. 49,300,000,000 

OLYMPIC NATIONAL BANK, 
Los Angeles, California, and United Community Bank, Westlake Village, California 

Names of institutions and type of transaction Total assets 

Olympic National Bank, Los Angeles, California (17821), with. $ 83,181,000 
and United Community Bank, Westlake Village, California, with . 34,840,000 
merged December 21, 1989, under charter and title of the former. The merged bank at date of merger had 

HUNTINGTON NATIONAL BANK, 
Huntington Beach, California, and Mid-Cities National Bank, Bellflower, California 

Names of institutions and type of transaction Total assets 

Huntington National Bank, Huntington Beach, California (17224), with . $ 77,694,000 
and Mid-Cities National Bank, Bellflower, California (17659) with . 43,316,000 
merged December 31, 1989, under charter and title of the former. The merged bank at date of merger had..121,789,000 

COLORADO NATIONAL BANK-EXCHANGE, 

Colorado Springs, Colorado, and First Bank, Colorado Springs, Colorado 

Names of institutions and type of transaction Total assets 

Colorado National Bank-Exchange, Colorado Springs, Colorado (3913) with. $ 329,118,000 

and First Bank, Colorado Springs, Colorado, with . 35,950,000 
merged October 6, 1989, under charter and title of the former. The merged bank at date of merger had 

NCNB NATIONAL BANK OF FLORIDA, 
Tampa, Florida, and Southern FloridaBanc Federal Savings and Loan Association, Boca Raton, Florida 

Names of institutions and type of transaction Total assets 

NCNB National Bank of Florida, Tampa, Florida (17775), with . 
and Southern FloridaBanc Federal Savings and Loan Association, Boca Raton, Florida, with. 
merged October 6, 1989, under charter and title of the former. The merged bank at date of merger had 

$11,145,171,000 

NCNB NATIONAL BANK OF FLORIDA, 
Tampa, Florida, and Freedom Savings and Loan Association, Tampa, Florida 

Names of institutions and type of transaction Total assets 

NCNB National Bank of Florida, Tampa, Florida (17775), with $11,145,171,000 
and Freedom Savings and Loan Association, Tampa Florida, with 
merged October 13, 1989, under charter and title of the former. The merged bank at date of merger had 

'Data not available 
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THE BANK OF NEW YORK TRUST COMPANY OF FLORIDA, NATIONAL ASSOCIATION 
Miami Florida, and Irving Trust Company Florida, Miami, Florida 

Names of institutions and type of transaction Total assets 
The Bank of New York Trust Company of Florida, National Association, Miami, Florida (17871) with 
and Irving Trust Company Florida, Miami, Florida with $ 2,487,000 

merged November 6. 1989, under charter and title of the former. The merged bank at date of merger had 
£,C>HD,UUU 

5,032,000 

JEFFERSON NATIONAL BANK, 

Miami Beach, Florida, and Jefferson National Bank, Boca Raton, Florida 
----- ’ —, . 'WI IVJU 

Names of institutions and type of transaction Total assets 
Jefferson National Bank, Miami Beach, Florida (15278), with * ont- 7AR nr,n 
and Jefferson National Bank, Boca Raton. Florida, (21268), with "" * oMociw! 
merged December 15, 1989, under charter and title of the former The merged bank at date of merger had 

. 227,910,000 

SOUTHEAST BANK, NATIONAL ASSOCIATION, 

Miami Florida, and Southeast Bank of Gainsville, Gainsville, Florida, and Southeast Bank for Savinqs Jack 
sonville, Florida a ’ 

Names of institutions and type of transaction Total assets 
Southeast Bank, National Association, Miami, Florida, (15638) with "Ci/i dqk a nt; nnn 
and Southeast Bank of Gainsville. Gainsville, Florida with ClA qoq nnn 
and Southeast Bank for Savings, Jacksonville, Florida with OH,0^:0,UUU 

i orq nnn 
merged December 30, 1989, under charter 15638 and title "Southeast Bank, National Association.” The merged bank at 
aare ot merger had ... 

15,743,071,000 

OLD KENT BANK, NATIONAL ASSOCIATION, 

Elmhurst, Illinois, and Old Kont Bank-Northwest, Rolling Meadows Illinois 

Names of institutions and type of transaction Total assets 
Old Kent Bank, National Association, Elmhurst, Illinois (14411) with 
and Old Kent Bank-Northwest, Rolling Meadows, Illinois with 

merged December 29, 1989, under charter of the former. The merged bank at date of merger had 
. 411,761,000 

AMERITRUST NATIONAL BANK, CENTRAL INDIANA, 

Indianapolis, Indiana, and Ameritrust National Bank, Hamilton County, Noblesville Indiana 

Names of institutions and type of transaction Total assets 
Ameritrust National Bank, Central Indiana, Indianapolis, Indiana (16018) with 
and Ameritrust National Bank, Hamilton County, Noblesville, Indiana (9756) with 
merged November 18, 1989, under charter of the former. The merged bank at date of merger had 

281,054,000 
341,742,000 

AMERITRUST NATIONAL BANK, CENTRAL INDIANA, 

Indianapolis, Indiana, and Indiana Bank and Trust Company, Martinsville, Indiana 
---- r' ■ ■/» , m'wiuiiu 

Names of institutions and type of transaction Total assets 
Ameritrust National Bank, Central Indiana, Indianapolis, Indiana, (16018) with 
and Indiana Bank and Trust Company, Martinsville Indiana with 

merged December 16, 1989, under charter of the former. The merged bank at date of merger had 
. 61,009,000 

403,942,000 
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PEOPLES NATIONAL BANK, 

Council Bluffs, Iowa, and Peoples State Bank, Missouri Valley, Iowa 

Names of institutions and type of transaction Total assets 

Peoples National Bank, Council Bluffs, Iowa (17128), with. $ 9,358,000 
and Peoples State Bank, Missouri Valley, Iowa, with. 28,731,000 
merged December 31, 1989, under charter of the former. The merged bank at date of merger had . 38,089,000 

UNION NATIONAL BANK OF WICHITA, 

Wichita, Kansas, and Union Boulevard National Bank, Wichita, Kansas 

Names of institutions and type of transaction Total assets 

Union National Bank of Wichita, Wichita, Kansas (11010), with . $ 338,149,000 
and Union Boulevard National Bank, Wichita, Kansas (21448), with . 85,805,000 
merged December 1, 1989, under charter of the former. The merged bank at date of merger had . 420,054,000 

THE HARLAN NATIONAL BANK, 

Harlan, Kentucky, and The Guaranty Deposit Bank, Cumberland, Kentucky 

Names of institutions and type of transaction Total assets 

The Harlan National Bank, Harlan, Kentucky (12295), with . $ 67,581,000 
and The Guaranty Deposit Bank, Cumberland, Kentucky, with . 33,470,000 
merged December 31, 1989, under charter and title of the former. The merged bank at date of merger had. 100,884,000 

HIBERNIA NATIONAL BANK, 

New Orleans, Louisiana, and River City Federal Savings Bank, Baton Rouge, Louisiana 

Names of institutions and type of transaction Total assets 

Hibernia National Bank, New Orleans, Louisiana (13688), with. $ 6,134,556,000 
and River City Federal Savings Bank, Baton Rouge, Louisiana, with. — 
merged October 6, 1989, under charter and title of the former. The merged bank at date of merger had . — 

THE FIRST NATIONAL BANK OF LAKE CHARLES, 

Lake Charles, Louisiana, and National Bank of Commerce of De Ridder, De Ridder, Louisiana 

Names of institutions and type of transaction Total assets 

The First National Bank of Lake Charles, Lake Charles, Louisiana (4154), with . $ 215,179,000 
and National Bank of Commerce of De Ridder, De Ridder, Louisiana (16732), with . 46,064,000 
merged October 6, 1989, under charter and title of the former. The merged bank at date of merger had...261,243,000 

COMERICA BANK-JACKSON, NATIONAL ASSOCIATION, 
Jackson, Michigan, and, Comerica Bank-Grand Rapids, National Association, Grand Rapids, Michigan, and 

Metrobanc, National Association, Grand Rapids, Michigan 

Names of institutions and type of transaction Total assets 

Comerica Bank-Jackson, National Association, Jackson, Michigan (13741), with . $ 354,940,000 
and Comerica Bank-Grand Rapids, National Association, Grand Rapids, Michigan (16672), with . 72,463,000 
and Metrobanc, National Association, Grand Rapids, Michigan (21368), with 434,000,000 
merged October 1, 1989, under charter 13741 and title "Comerica Bank National Association " The merged bank at date 
of merger had...855,449,000 



Names of institutions and type of transaction Total assets 

First of America Bank-Marquette, National Association, Marquette, Michigan (12027) with 
and First of America Bank-Copper County, Calumet, Michigan with 

merged October 1, 1989, under charter of the former and title "First of America Bank-Upper Peninsula, National Associa¬ 
tion. The merged bank at date of merger had ... 

$ 139,421,000 
63,953,000 

203.374.000 
* * * 

FIRST OF AMERICA BANK-MARQUETTE, NATIONAL ASSOCIATION, 

Marquette, Michigan, and First of America Bank-Gogebic, National Association, Ironwood Michiaan 

Names of institutions and type of transaction Total assets 

First of America Bank-Marquette, National Association, Marquette, Michigan (12027) with 
and First of America Bank-Gogebic, National Association, Ironwood, Michigan (9517) with 

$ 203,374,000 
73,384,000 

276,758.000 

merged November 1, 1989, under charter of the former and title “First of America Bank-Upper Peninsula National Asso¬ 
ciation.” The merged bank at date of merger had 

* * * 

FIRST NATIONAL BANK OF LONG PRAIRIE, 

Long Prairie, Minnesota, and The Lee State Bank, Browerville, Minnesota 

Names of institutions and type of transaction Total assets 

First National Bank of Long Prairie, Long Prairie, Minnesota (15037) with 
and The Lee State Bank, Browerville, Minnesota, with 

merged November 9, 1989, under charter and title of the former. The merged bank at date of merger had 

$ 57,909,000 
14,357,000 

* * # 

THE FIRST NATIONAL BANK OF GLENDIVE, 

Glendive, Montana, and First Security Bank of Glendive, Glendive, Montana 

Names of institutions and type of transaction Total assets 

The First National Bank of Glendive, Glendive, Montana (7101) with 
$ 64,195,000 

99 9£9 nnn and First Security Bank of Glendive. Glendive, Montana with 

merged December 1, 1989, under charter and title of the former. The merged bank at date of merger had 

SECURITY NATIONAL BANK OF SUPERIOR, 

Superior, Nebraska, and Lawrence State Bank, Lawrence, Nebraska 

Names of institutions and type of transaction Total assets 

Security National Bank of Superior, Superior, Nebraska (14083) with 
and Lawrence State Bank, Lawrence, Nebraska with 

$ 35,693,000 
a qm nnn 

merged November 20, 1989, under charter and title of the former. The merged bank at date of merger had 43,960,000 

COMPTROLLER'S DECISION 

On April 4, 1989, application was made to the Office of 

the Comptroller of the Currency (OCC), pursuant to the 

Bank Merger Act, 12 U S C. 1828(c), for prior author¬ 

ization for Security National Bank of Superior, Superior, 

Nebraska (Security), to purchase the assets and as¬ 

sume the liabilities of Lawrence State Bank, Lawrence, 

Nebraska (Lawrence) The application is based on an 

agreement finalized between the proponents on Feb¬ 
ruary 23, 1989 

Security, a wholly owned subsidiary of United Security 

Bancorporation, had total assets of $36 million and total 

deposits of $32 million as of December 31, 1988, and 

operated one office in Superior and one office in Jan- 

r>6n Nebraska As of the same date, Lawrence had 

‘ota assets of $9 million total deposits of $8 million, 

ar o operated its main office in Lawrence, Nebraska 

The relevant geographic market for this proposal con¬ 

sists of the town of Lawrence and the immediately 

surrounding area where Lawrence operates its only 

office and from which it derives the bulk of its deposits 

The closest offices of the two applicants are approxi¬ 

mately 28 miles distant, Lawrence is the only banking 

institution within the delineated market. Consummation 

of this proposal will result in the replacement of Law¬ 

rence by Security and will not have an adverse effect on 
competition. 

The Bank Merger Act requires the OCC to consider 

the financial and managerial resources and future 

prospects of the existing and proposed institutions and 

the convenience and needs of the community to be 

served ” The office finds that the financial and mana¬ 

gerial resources of both banks do not raise concerns 

that would cause the application to be disapproved 

The future prospects of the proponents, individually 
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and combined, are considered satisfactory and the 

resulting bank is expected to meet the convenience 

and needs of the community to be served. 

A review of the record of this application and other 

information available to this office as a result of its 

regulartory responsibilities revealed no evidence that 

the applicants' record of helping to meet the credit 

needs of their communities, including low- and 

moderate-income neighborhoods, is less than 

satisfactory. 

We have analyzed this proposal pursuant to the Bank 

Merger Act (12 U.S.C. 1828(c)), and find that it will not 

significantly lessen competition in the relevant market 

Other factors considered in evaluating this proposal 

are satisfactory. Accordingly, the application is 

approved 

October 20, 1989 

SUMMARY OF REPORT BY ATTORNEY GENERAL 

We have reviewed this proposed transaction and con¬ 

clude that it would not have a significantly adverse 

effect on competition. 

FIRST NATIONAL BANK OF OMAHA, 

Winona, Mcuiaoixa, a mu i noi -r-J ’ 

Names of institutions and type of transaction Total assets 

$ 1,285,196,000 
r* ITiil NdllUMcU DallK OT UiTland, Uflldlld, INcUl dbkd , wi u i 

74,103,000 
ana rirsi ot umana oavings ournpdny, wiidind, iNeuidoi\a, .. 
meraed November 21, 1989, under charter and title of the former. The merged bank at date of merger had . 1,356,948,000 

SOUTHERN NATIONAL BANK OF NORTH CAROLINA, 
Lumberton, North Carolina, and American Bank and Trust Company, High Point, North Carolina 

Names of institutions and type of transaction Total assets 

Southern National Bank of North Carolina, Lumberton, North Carolina (10610), with. 
and American Bank and Trust Company, High Point, North Carolina, with. 
merged October 31, 1989, under charter and title of the former. The merged bank at date of merger had . 

$ 2,293,318,000 
52,108,000 

2,345,426,000 

THE FIFTH THIRD BANK OF MIAMI VALLEY, NATIONAL ASSOCIATION, 

Piaua Ohio, and The Citizens State Bank of Greenville, Greenville, Ohio 

Names of institutions and type of transaction Total assets 

The Fifth Third Bank of Miami Valley, National Association, Piqua, Ohio (1061), with . 
and The Citizens State Bank of Greenville, Greenville. Ohio, with . 
meraed November 30 1989, under charter and title of the former. The merged bank at date of merger had . 

$ 306,577,000 
28,715,000 

335,292,000 

* * * 

THE LIBERTY NATIONAL BANK AND TRUST COMPANY OF OKLAHOMA CITY, 

Oklahoma Citv Oklahoma, and North Bank, National Association, Oklahoma City, Oklahoma 

Names of institutions and type of transaction Total assets 

The Liberty National Bank and Trust Company of Oklahoma City, Oklahoma City, Oklahoma (11230), with 
and North Bank, National Association, Oklahoma City, Oklahoma (18322), with 
merged October 12 1989, under charter and title of the former. The merged bank at date of merger had 

$ 1,307,449,000 
12,368.000 

BANK OF OKLAHOMA, NATIONAL ASSOCIATION, 
Tulsa, Oklahoma, and Bank of Oklahoma, Broken Arrow, National Association, Broken Arrow, Oklahoma, and 

Bank of Oklahoma, City Plaza, Tulsa, Oklahoma, and Bank of Oklahoma, Lewis Center, Tulsa, Oklahoma, and 

Bank of Oklahoma, Southwest Tulsa, Tulsa, Oklahoma L->ai ir\ I vyrviai ivmu, u • ** --— - 

Names of institutions and type of transaction Total assets 

Bank of Oklahoma, National Association, Tulsa, Oklahoma (13679), with 

and Bank of Oklahoma, Broken Arrow, National Association, Broken Arrow, Oklahoma (17937), with 

$ 1,737,365.000 
20,755.000 
94.439.000 

and bank ot Ukianoma, uuy riaza, iuisd, uMdiiuiiia, vv,ui 
108,082.000 and bank ot Ukianoma, Lewis uemer, iuisd, uMdiiumd, vv,ui 
22,684,000 and bank ot Ukianoma, bouinwesi imsa, iuisd, uMdnumd, wmi 

merged October 13, 1989, under charter 13679 and title "Bank of Oklahoma, National Association.' The merged bank at 
1,938,993,000 

113 



BANK OF OKLAHOMA. NATIONAL ASSOCIATION. 

Tulsa. Oklahoma, and Bank of Oklahoma, Mercantile Center, Tulsa. Oklahoma 

_Names of institutions and type of transaction 

Bank of Oklahoma, National Association, Tulsa, Oklahoma (13679) with 
and Bank of Oklahoma, Mercantile Center, Tulsa, Oklahoma, with. 

merged November 30. 1989, under charter and title of the former. The merged bank at date of merger had 

Total assets 

$ 1,737,365,000 
102,112,000 

1,938,993,000 

FIRST NATIONAL BANK, 

Pierre, South Dakota, and First State Bank of McLaughlin, McLaughlin, South Dakota 

__ Names of institutions and type of transaction 

First National Bank, Pierre, South Dakota (14252), with 
and First State Bank of McLaughlin, McLaughlin, South Dakota, with. 

merged October 1, 1989, under charter and title of the former. The merged bank at date of merger had '. 

Total assets 

$ 59,393,000 
14,405,000 
71,974,000 

THE FIRST NATIONAL BANK OF ALBANY, 

Albany, Texas, and Strawn Security Bank, Strawn, Texas -----I 

_Names of institutions and type of transaction 
Total assets 

ine hirst National Bank of Albany, Albany, Texas (3248) with " r- 
and Strawn Security Bank, Strawn, Texas, with . ^ 70,208,000 

rnergeo uctooer 5, 1989, under charter and title of the former The merged bank at date of merger had. 

HIBERNIA NATIONAL BANK IN TEXAS, 

Pflugerville, Texas, and Trinity Valley Savings and Loan Association, Cleveland, Texas 

_Names of institutions and type of transaction 

Hibernia National Bank in Texas, Pflugerville, Texas (22070), with 
and Trinity Valley Savings and Loan Association, Cleveland Texas with. 

merged October 6, 1989, under charter and title of the former. The merged bank at date of merger had' 

BANK OF GALVESTON, NATIONAL ASSOCIATION, 

Galveston, Texas, and Citizens Bank, Galveston, Texas ___• ••'' —T ww 

Names of institutions and type of transaction 
Total assets 

Bank of Galveston, National Association, Galveston, Texas (15593) with 
emu oinzens Dank, uaiveston, Texas, with . ^ w.wv.uw 

merged uctober 12, 1989, under charter and title of the former. The merged bank at date of merger had 

NCNB TEXAS NATIONAL BANK, 

Dallas, Texas, and University Federal Savings Association, Houston, Texas_ 

_____ Names of institutions and type of transaction 

NCNB Texas National Bank, Dallas, Texas (21834) with 
and University Federal Savings Association, Houston, Texas with 

merged October 13, 1989, under charter and title of the former. The merged bank at date of merger had 

Total assets 

$27,941,433,000 
2,614.493,000 

TEXAS COMMERCE BANK-BEAUMONT, NATIONAL ASSOCIATION, 

Beaumont Texas, and Beaumont Bank, National Association, Beaumont, Texas 

Names of institutions and type of transaction 

Bank;Beaumon|. National Association, Beaumont, Te^(5825). with 
and Beaumont Bank 
merged October 19 

National Association, Beaumont, Texas (18147), with 

1 jr " ,rifl °f ,hf‘ farmer The merged bank at date of merger had 

Total assets 

$ 402,958,000 
29.198,000 



AUSTIN NATIONAL BANK, 
Austin, Texas, and First Consolidated Bank-Buda, National Association, Buda, Texas ... ui ivj i hoi noo. --—--, 

Names of institutions and type of transaction Total assets 

Austin National Bank, Austin, Texas (20506), with . 
and First Consolidated Bank-Buda, National Association, Buda, Texas with 
merged October 20, 1989, under charter and title of the former. The merged bank at date of merger had 

$ 24,113,000 
15,040,000 

FIRST CITY, TEXAS-BRYAN, NATIONAL ASSOCIATION, 

Brvan, Texas, and First Consolidated Bank-Ferris, Ferris, Texas 

Names of institutions and type of transaction Total assets 

First City, Texas-Bryan, National Association, Bryan, Texas (4070), with . $ 315,026,000 
. 12,026,000 

and hirst L/Onsonoaieo banK-rerrib, rerrib, icacio, wmi 
merged October 20, 1989, under charter and title of the former. The merged bank at date of merger had — 

FIRST CITY, TEXAS-BRYAN, NATIONAL ASSOCIATION, 
Brvan Texas and First Consolidated Bank-Rosebud, National Association, Rosebud, Texas 

Names of institutions and type of transaction Total assets 

First City, Texas-Bryan, National Association, Bryan, Texas (4070), with . 
and First Consolidated Bank-Rosebud, National Association, Rosebud, Texas (5513), with. 
meraed October 20. 1989. under charter and title of the former. The merged bank at date of merger had 

. $ 315,026,000 
17,125,000 

FIRST CITY, TEXAS-BRYAN, NATIONAL ASSOCIATION, 
Bryan, Texas, and First Consolidated Bank-Pleasant Run at 1-35, National Association, Lancaster, Texas Dl yell 1, 1 CAaa, ai IU I ll Ol iouuuuivu MX . ... ■ --— --* - 

Names of institutions and type of transaction Total assets 

First City, Texas-Bryan, National Association, Bryan, Texas (4070), with . 
and First Consolidated Bank-Pleasant Run at 1-35, National Association, Lancaster, Texas (18429), with 
merged October 20, 1989, under charter and title of the former. The merged bank at date of merger had ... 

. $ 315,026,000 
19,291,000 

THE FROST NATIONAL BANK OF SAN ANTONIO, 
San Antonio, Texas, and Fair Oaks National Bank, Boerne, Texas, and First National Bank, Boerne. Texas 

Names of institutions and type of transaction Total assets 

The Frost National Bank of San Antonio, San Antonio, Texas (5179), with 
and Fair Oaks National Bank, Boerne, Texas (21091), with. 
and First National Bank, Boerne, Texas (16795), with. . 
merged October 27, 1989, under charter number 5179 and title "The Frost National Bank of San Antonio. ' The merged 

bank at date of merger had.. 

$ 2,535,116,000 
10,189,000 
60,346,000 

2,600,663,000 

AMERICAN NATIONAL BANK-SOUTH, 
CorDus Christi, Texas, and American National Bank-Corpus Christi, Corpus Christi, Texas 

Names of institutions and type of transaction Total assets 

$ 110.000 American National banK-oOutn, corpus ^nrisii, lexdb wmi. 
46.000 and American National bank-oorpus unnsii, oorpub onribu, it?xdb, /) wmi 

merged November 1, 1989, under charter of the former and title “American National Bank." The merged bank at date of 
156.000 
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FIRST CITY, TEXAS-BRYAN, NATIONAL ASSOCIATION, 

jyan. Texas. andFirst Consolidated Bank-Pleasant Run al 1-35, National Association. Lancaster, Texas 

__ Names of institutions and type of transaction Tntal aQC.f,tQ 

First City Texas-Bryan, National Association, Bryan, Texas (4070) with 

ana F.rsi consolidated Bank-Pleasant Run at 1-35. National Association Lancaster Texas (18420! w„h. 1 3,502600° 
merged October 20, 1989. under charter and f.le of me to,me,. The merged bank aiSS* ;;;;;;;;;;;;;;; ,9-29'°“ 

THE FROST NATIONAL BANK OF SAN ANTONIO 

San Antonio, Texas, and Fair Oaks National Bank, Boerne, Texas, and First National Rank Rn.rne, Texas 

__ Names of institutions and type of transaction T * , 
z —-- total assets 

e Frost National Bank of San Antonio, San Antonio, Texas (5179), with ~ . - 
and Fair Oaks National Bank, Boerne, Texas (21091), with . $ 2,535,116,000 
and First National Bank, Boerne, Texas (16795) with . 10,189,000 

bankjrt """ S,7» and ,l,le The Frosl Na<'°"al Bank ol San Antonio The merged BM^.OOO 

'--:—1—— ^  . 2,600,663,000 

AMERICAN NATIONAL BANK-SOUTH, 

Corpus Christi, Texas, and American National Bank-Corpus Chnsti, Corpus Christ!. Texas_ 

_Names of institutions and type of transaction 

American National Bank-South, Corpus Christi, Texas (15820), with - 
and American National Bank-Corpus Christi, Corpus Christi, Texas (20077) with . $ 

merged '[ Und9r Charter 01 lhe ,0,mer and ""e 'A™"can National Bank.2 The merged bank at date of ' 

110,000 
46,000 

156,000 

HIBERNIA NATIONAL BANK IN TEXAS, 

Pflugerville, Texas, and United National Bank of Plano, Plano, Texas 

Names of institutions and type of transaction 

Hibernia National Bank in Texas, Pflugerville, Texas (22070), with " "- 
and United National Bank of Plano, Plano, Texas (17044) with . $ 

merged November 9, 1989, under charter and title of the former. The merged bank at date of merger had 

Total assets 

34,845,000 

HIBERNIA NATIONAL BANK IN TEXAS, 

Pflugerville, Texas, and Executive National Bank, San Antonio, Texas 

_Names of institutions and type of transaction 

Hibernia National Bank in Texas, Pflugerville, Texas (22070), with 
and Executive National Bank, San Antonio, Texas (18256) with 

merged November 16, 1989, under charter and title of the former. The merged bank at date of merger had 

Total assets 

$ — 
8,596,000 

HIBERNIA NATIONAL BANK IN TEXAS, 

Pflugerville, Texas, and Love Field National Bank, Dallas, Texas 

__Names of institutions and type of transaction 

Hibernia National Bank in Texas, Pflugerville, Texas (22070), with ' 
and Love Field National Bank, Dallas, Texas (16103), with 

mergedNovember 16, 1989, under charter and title of the former The merged bank at date of merger had 

Total assets 

$ — 

38,804,000 



FIRST NATIONAL BANK IN EDINBURG, 
Edinburg, Texas, and National Bank of Commerce, Edinburg, Texas 

Names of institutions and type of transaction Total assets 

First National Bank in Edinburg, Edinburg, Texas (14124), with . $ 105,663,000 
and National Bank of Commerce, Edinburg, Texas (16572), with . 125,000,000 
merged November 28, 1989, under charter and title of the former. The merged bank at date of merger had 

COMPTROLLER’S DECISION 

On September 5, 1989, application was made to the 

Office of the Comptroller of the Currency (OCC) for 

prior authorization to merge National Bank of Com¬ 

merce, Edinburg, Texas (NBC), into First National Bank 

in Edinburg, Edinburg, Texas, (FNB). The application is 

based on an agreement finalized between the pro¬ 

ponents on August 21, 1989. 

As of July 31, 1989, NBC had total deposits of $18 

million and operated one office. NBC is wholly owned 

by Texas Valley Bancshares, Inc., a multibank holding 

company headquartered in Weslaco, Texas. On the 

same date, FNB had total deposits of $108 million and 

operated one office. FNB is wholly owned by First 

Edinburg Bancshares, Inc., a one bank holding 

company. 

The OCC has reviewed the competitive effects of this 

proposal by using its standard procedures for deter¬ 

mining whether a merger clearly has minimal or no 

adverse competitive effects. The OCC finds that the 

proposal satisfies its criteria for a merger that clearly 

has minimal or no adverse competitive effects. 

The Bank Merger Act requires the OCC to consider 

, . the financial and managerial resources and future 

prospects of the existing and proposed institutions, 

and the convenience and needs of the communities to 

be served.” FNB has the financial and managerial 

resources to absorb NBC without affecting its overall 

condition. The future prospects of the resulting bank 

are favorable, as are the effects of the proposal on the 

convenience and needs of the general public to be 

served. 

A review of the record of this application and other 

information available to the OCC as a result of its 

regulatory responsibilities revealed no evidence that 

the applicants’ record of helping to meet the credit 

needs of their communities, including low- and 

moderate-income neighborhoods, is less than 

satisfactory. 

We have reviewed this proposal pursuant to the Bank 

Merger Act (12 U S.C. 1828(c)), and find that it does not 

significantly lessen competition in the relevant market. 

Other factors considered in evaluating this proposal 

are satisfactory. Accordingly, the application is 

approved 

November 20, 1989 

SUMMARY OF REPORT BY ATTORNEY GENERAL 

We have reviewed this proposed transaction and con¬ 

clude that it would not have a significant adverse effect 

on competition 

HIBERNIA NATIONAL BANK IN TEXAS, 
Pflugerville, Texas, and Greater Texas Bank North, National Association, Austin, Texas 

Names of institutions and type of transaction Total assets 

Hibernia National Bank in Texas, Pflugerville, Texas (22070), with 
and Greater Texas Bank North, National Association, Austin, Texas (18378), with 
merged November 30, 1989, under charter and title of the former. The merged bank at date of merger had 

$ _ 

26,854,000 

* * * 

NCNB TEXAS NATIONAL BANK, 
Dallas Texas, and Greater Texas Bank Southwest, National Association, Austin, Texas 

Names of institutions and type of transaction Total assets 

NCNB Texas National Bank, Dallas, Texas (21834), with 
and Greater Texas Bank Southwest, National Association, Austin, Texas (20474), with 
merged November 30, 1989, under charter and title of the former. The merged bank at date of merger had 

. $ 
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CITIZENS NATIONAL BANK OF WEATHERFORD, 

Weatherford, Texas, and Aledo State Bank, Aledo, Texas 

Names of institutions and type of transaction 
Total assets 

Citizens National Bank of Weatherford, Weatherford, Texas (2723) with 
arc Aieao otate Bank, Aledo, Texas, with 

merged December 7, 1989. under charter and title of the former. The merged bank at date of merger had'' 
. 10,456,000 

HIBERNIA NATIONAL BANK IN TEXAS, 

Pflugerville, Texas, and First National Bank of Frisco, Frisco, Texas 

_Names of institutions and type of transaction 

Hibernia National Bank in Texas, Pflugerville, Texas (22070) with 
and First National Bank of Frisco, Frisco, Texas (18243) with 

merged December 7, 1989, under charter and title of the former.' The merged bank at date of merger' had 

Total assets 

$ - 
9,452,000 

THE FIRST NATIONAL BANK IN JOSHUA, 

Joshua, Texas, and Midlothian National Bank, Midlothian, Texas - -1 W/NtAO 

Names of institutions and type of transaction 
Total assets 

ine i-irst National Bank in Joshua, Joshua, Texas (16358) with --1--- 
and Midlothian National Bank, Midlothian, Texas (18043) with . * 21.400,000 
mergea uecemoer 13, 1989, under charter and title of the former. The merged bank at date of meraer had 

PROMENADE NATIONAL BANK, 

Richardson, Texas, and Plano National Bank, Plano, Texas --- 1 VAUJ 

Names of institutions and type of transaction 
Total assets 

Promenade National Bank, Richardson, Texas (15856) with " -- 
and Plano National Bank, Plano, Texas (20970) with . * '3J.454,000 

nergeo uecemoer 29, 1989, under charter and title of the former. The merged bank at date of merger had ' 
. 167,874,000 

FIRST NATIONAL BANK OF KILLEEN, 

Killeen^Texas, and United National Bank, Houston, Texas, and American Bank of Conroe, Conroe, Texas 

_Names of institutions and type of transaction 

First National Bank of Killeen, Killeen, Texas (5750), with -- 
and United National Bank, Houston, Texas (17317), with . 
and American Bank of Conroe, Conroe, Texas, with . . 

melge^h^d060166' 31 ’ 1989' Under "Umber 5750 and ,itle "First Na,ional Bank." The merged bank at date of 

Total assets 

$ 133,966,000 
14,632,000 
26,303,000 

158,019.000 

118 



JEFFERSON NATIONAL BANK/TIDEWATER, 
Chesapeake, Virginia, and American Bank, Newport News, Virginia 

Names of institutions and type of transaction Total assets 

Jefferson National Bank/Tidewater, Chesapeake, Virginia (22025), with . $ 99,663,000 
and American Bank, Newport News, Virginia, with. 20,766,000 
merged October 27, 1989, under charter and title of the former. The merged bank at date of merger had. 119,429,000 

NEW ATLANTIC BANK, NATIONAL ASSOCIATION, 
Norfolk, Virginia, and Atlantic National Bank, Norfolk, Virginia 

Names of institutions and type of transaction Total assets 

New Atlantic Bank, National Association, Norfolk, Virginia (22155), with. $ 1,500,000 
and Atlantic National Bank, Norfolk, Virginia, (15895) with. 11,413,000 
merged December 8, 1989, under charter and title of the former. The merged bank at date of merger had. 15,785,000 

SEATTLE-FIRST NATIONAL BANK, 
Seattle, Washington, and American Savings Bank, Tacoma, Washington 

Names of institutions and type of transaction Total assets 

Seattle-First National Bank, Seattle, Washington (11280), with. $10,555,388,000 
and American Savings Bank, Tacoma, Washington, with . 655,794,000 
merged December 2, 1989, under charter and title of the former. The merged bank at date of merger had. 10,878,732,000 

GREENBRIER VALLEY NATIONAL BANK, 
Lewisburg, West Virginia, and Western Greenbrier National Bank, Rainelle, West Virginia 

Names of institutions and type of transaction Total assets 

Greenbrier Valley National Bank, Lewisburg, West Virginia (5903), with . $ 105,121,000 
and Western Greenbrier National Bank, Rainelle, West Virginia (16298), with. 43,047,000 
merged December 15, 1989, under charter and title of the former. The merged bank at date of merger had. 143,998,000 

COMPTROLLER’S DECISION 

On August 7, 1989, application was made to the Office 
of the Comptroller of the Currency (OCC) for prior 
authorization to consolidate Greenbrier Valley National 
Bank, Lewisburg, West Virginia (GVNB), with Western 
Greenbrier National Bank, Rainelle, West Virginia 
(Western). This application was based on an agree¬ 
ment completed between the proponents on July 13, 
1989. 

As of June 30, 1989, Western, an independent bank, 
had total deposits of $32 million and operated from its 
only office in Rainelle. On the same date, GVNB had 
total deposits of $90 million and operated three offices. 
GVNB is wholly owned and controlled by Allegheny 
Bankshares Corporation, a one bank holding 
company. 

The relevant geographic market for this proposal is the 
town of Rainelle and surrounding area including por¬ 
tions of western Greenbrier, eastern Fayette, southern 
Nicholas, and northern Summers counties This is the 

area in which Western operates and derives the bulk of 
its deposits. The area is currently served by 10 banking 
offices of 10 different banks including GVNB’s Rupert 
branch. Western ranks third in the relevant geographic 
market with 12 percent of total deposits, and the Rupert 
branch ranks eighth with 2 percent of total market 
deposits. Upon consummation of the proposed con¬ 
solidation, Western would continue to rank third with a 
market share of 14 percent. Although the transaction 
would eliminate some direct competition, it would not 
have any significant adverse effect on competition in 
the relevant geographic market 

The Bank Merger Act requires this office to consider 
. the financial and managerial resources and future 

prospects of the existing and proposed institutions 
and the convenience and needs of the community to be 
served." The OCC finds that the financial and mana¬ 
gerial resources of Western and GVNB do not raise 
concerns that would cause the application to be dis¬ 
approved. The future prospects of the proponents, 
individually and combined, are considered favorable 
and the resulting bank is expected to meet the con- 



venience and needs of the community to be served 

A review of the record of this application and other 

information available to this office as a result of its 

regulatory responsibilities revealed no evidence that 

GVNB's record of helping to meet the credit needs of its 

community, including low- and moderate-income 

neighborhoods, is less than satisfactory While West¬ 

ern's Community Reinvestment Act (CRA) per¬ 

formance record is in need of improvement, the re¬ 

sulting institution is expected to continue to perform 

satisfactorily since the CRA policies and practices of 
GVNB will be maintained. 

The OCC has analyzed this proposal pursuant to the 

Bank Merger Act (12 U S C 1828(c)), and finds that it 

will not lessen significantly competition in any relevant 

market. Other factors considered in evaluating this 

proposal are satisfatory. Accordingly, the application is 
approved. 

November 15, 1989 

SUMMARY OF REPORT BY ATTORNEY GENERAL 

We have reviewed this proposed transaction and con¬ 

clude that it would not have a significant adverse effect 
on competition. 

THE ROCK COUNTY NATIONAL BANK OF JANESVILLE, 

Janesville, Wisconsin, and Rock County Savings and Trust Company, Janesville Wisconsin 

Names of institutions and type of transaction Total assets 
i he Hock County National Bank of Janesville, Janesville. Wisconsin (749) with 
and Rock County Savings and Trust Company, Janesville, Wisconsin with $ 75,966,000 

A7 RA'* nnn 
merged October 30, 1989, under charter and title of the former. The merged bank at date of merger had 

124,815,000 

BANK ONE, MILWAUKEE, NATIONAL ASSOCIATION, 

Milwaukee. Wisconsin, and Bank One, Mequon, Mequon, Wisconsin -:_:_~ i, v ¥ iocui ion i 

Names of institutions and type of transaction Total assets 
Bank One, Milwaukee, National Association, Milwaukee. Wisconsin (5458) with 
ana ban« une, Mequon, Mequon, Wisconsin with ’ 

merged November 4. 1989, under charter and title of the former. The merged bank at date of merger had 
. 1,913,376,000 

BANK ONE, MILWAUKEE, NATIONAL ASSOCIATION, 

Milwaukee, Wisconsin, and BanK One, Waukesha, Delafield, Wisconsin - —• . — - V V iocui ion i 

Names of institutions and type of transaction Total assets 
Bank One, Milwaukee, National Association, Milwaukee, Wisconsin (5458) with 
ana banK une, Waukesha. Delafield, Wisconsin with 

merged November 18, 1989, under charter and title of the former The merged bank at date of merger had 
. 2,574,334,000 

FIRST WISCONSIN NATIONAL BANK OF SHEBOYGAN, 

Sheboygan, Wisconsin, and First Wisconsin South West Bank of Sheboygan, Sheboygan, Wisconsin --- J 

Names of institutions and type of transaction Total assets 

First Wisconsin National Bank of Sheboygan, Sheboygan, Wisconsin (11150) with 
and First Wisconsin South West Bank of Sheboygan, Sheboygan, Wisconsin, with 

merged November 20, 1989, under charter and title of the former The merged bank at date of merger had . 374,570,000 
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Comptrollers of the Currency, 1863 to present 

No Name 
Date of 

appointment 
Date ol 

resignation State 

1 McCulloch, Hugh. May 9, 1863 Mar 8 1865 Indiana 
2 Clarke, Freeman Mar 21, 1865 July 24 1866 New York 

3 Hulburd, Hiland R Feb 1, 1867 Apr 3, 1872 Ohio 
4 Knox, John Jay. Apr 25, 1872 Apr 30. 1884 Minnesota 
5 Cannon, Henry W May 12, 1884 Mar 1. 1886 Minnesota 
6 Trenholm, William L Apr 20, 1886 Apr 30, 1889 South Carolina 
7 Lacey, Edward S. May 1, 1889 June 30, 1892 Michigan 

8 Hepburn, A Barton Aug 2, 1892 Apr 25, 1893 New York 

9 Eckels, James H Apr 26, 1893 Dec 31, 1897 Illinois 
10 Dawes, Charles G Jan, 1, 1898 Sept 30, 1901 Illinois 
11 Ridgely, William Barret Oct 1, 1901 Mar 28, 1908 Illinois 
12 Murray, Lawrence 0 Apr 27, 1908 Apr 27, 1913 New York 

13 Williams, John Skelton Feb 2, 1914 Mar 2, 1921 Virginia 
14 Crissinger, DR Mar 17, 1921 Apr 30, 1923 Ohio 
15 Dawes. Henry M May 1, 1923 Dec 17, 1924 Illinois 
16 McIntosh, Joseph W Dec 20, 1924 Nov 20, 1928 Illinois 
17 Pole, John W. . Nov. 21, 1928 Sept 20, 1932 Ohio 
18 O'Conner, J F T. May 11, 1933 Apr 16, 1938 California 

19 Delano, Preston . Oct. 24, 1938 Feb. 15, 1953 Massachusetts 

20 Gidney, Ray M Apr 16, 1953 Nov 15, 1961 Ohio 
21 Saxon, James J. Nov. 16, 1961 Nov 15, 1966 Illinois 
22 Camp, William B Nov 16, 1966 Mar. 23, 1973 Texas 

23 Smith, James E July 5, 1973 July 31, 1976 South Dakota 
24 Heimann, John G. July 21, 1977 May 15, 1981 New York 

25 Conover, C T Dec 16, 1981 May 4, 1985 California 

26 Clarke, Robert L. Dec 2, 1985 Texas 
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No 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
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22 
23 
24 
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64 
65 
66 
67 
68 
69 

Senior Deputy and Deputy Comptrollers of the Currency, 1863 to the present 

Name Dates ot tenure State 

Howard, Samuel T. May 9, 1863 Aug 1.1865 New York 

Hulburd, Hiland R Aug 1, 1865 Jan 31. 1867 Ohio 

Knox, John Jay. Mar 12, 1867 Apr 24 1872 Minnesota 

Langworthy, John S Aug 8, 1872 Jan 3, 1886 New York 

Snyder, V P. Jan 5, 1886 Jan 3, 1887 New York 

Abrahams, J D Jan. 27, 1887 May 25, 1890 Virginia 

Nixon, R M Aug 11, 1890 Mar 16, 1893 Indiana 

Tucker, Oliver P. Apr 7, 1893 Mar 11, 1896 Kentucky 

Coffin, George M Mar 12, 1896 Aug 31, 1898 South Carolina 

Murray, Lawrence O. Sept 1, 1898 June 29, 1899 New York 

Kane, Thomas P June 29, 1899 Mar 2, 1923 District ofColumbia 

Fowler, Willis J July 1, 1908 Feb 14, 1927 Indiana 

McIntosh, Joseph W. May 21, 1923 Dec 19, 1924 Illinois 

Collins, Charles W July 1, 1923 June 30, 1927 Illinois 

Stearns, E W. Jan 6, 1925 Nov 30, 1928 Virginia 

Await, F G. July 1,1927 Feb 15, 1936 Maryland 

Gough, E H July 6, 1927 Oct 16, 1941 Indiana 

Proctor, John L. Dec 1, 1928 Jan 23, 1933 Washington 

Lyons, Gibbs. Jan 24, 1933 Jan 15, 1938 Georgia 

Prentiss, Jr., William. Feb 24, 1936 Jan. 15, 1938 Georgia 

Diggs, Marshall R Jan 16, 1938 Sept 30, 1938 Texas 

Oppegard, GJ. Jan. 16, 1938 Sept 30, 1938 California 

Upham, C B Oct 1, 1938 Dec 31,1948 Iowa 

Mulroney, A J . May 1, 1939 Aug 31, 1941 Iowa 

McCandless, R B July 7, 1941 Mar 1,1951 Iowa 

Sedlacek. L.H . Sept 1, 1941 Sept 30, 1944 Nebraska 

Robertson, J.L. Oct 1, 1944 Feb 17, 1952 Nebraska 

Hudspeth, J W. Jan 1,1949 Aug 31, 1950 Texas 

Jennings, L A Sept 1, 1950 May 16, 1960 New York 

Taylor, W M Mar 1, 1951 Apr 1, 1962 Virginia 

Garwood, GW. Feb 18, 1952 Dec. 31, 1962 Colorado 

Fleming, Chapman C. Sept 15, 1959 Aug 31,1962 Ohio 

Haggard, Holis S. May 16. 1960 Aug 3, 1962 Missouri 

Camp, William B Apr 2, 1962 Nov 15, 1966 Texas 

Redman, Clarence B Aug 4, 1962 Oct 26, 1963 Connecticut 

Watson, Justin T. Sept 3, 1962 July 18, 1975 Ohio 

Miller, Dean E. Dec. 23, 1962 Iowa 

DeShazo, Thomas G. Jan 1, 1963 Mar 3, 1978 Virginia 

Egertson, R Coleman July 13, 1964 June 30, 1966 Iowa 

Blanchard, Richard J Sept 1, 1964 Sept 26, 1975 Massachusetts 

Park, Radcliffe Sept 1, 1964 June 1. 1967 Wisconsin 

Faulstich, Albert J. July 19, 1965 Oct 26, 1974 Louisiana 

Motter, David C. July 1, 1966 Sept 20, 1981 Ohio 

Gwin, Jdhn D. Feb 21, 1967 Dec 31, 1974 Mississippi 

Howland, Jr., W A July 5, 1973 Mar. 27, 1978 Georgia 

Mullin, Robert A July 5, 1973 Sept 8, 1978 Kansas 

Ream, Joseph M Feb 2, 1975 June 30, 1978 Pennsylvania 

Bloom, Robert Aug 31, 1975 Feb 28, 1978 New York 

Chotard, Richard D Aug 31, 1975 Nov. 25, 1977 Missouri 

Hall, Charles B Aug. 31, 1975 Sept 14, 1979 Pennsylvania 

Jones, David H Aug 31, 1975 Sept 20. 1976 Texas 

Murphy, C, Westbrook Aug 31, 1975 Dec. 30, 1977 Maryland 

Selby, H Joe , . Aug 31, 1975 Mar 15, 1986 Texas 

Homan, Paul W . Mar 27, 1978 Jan 21, 1983 Nebraska 

Keefe, James T. Mar 27, 1978 Sept 18, 1981 Massachusetts 

Muckenfuss, Cantwell F III . Mar 27, 1978 Oct 1. 1981 Alabama 

Wood, Billy C. Nov. 7, 1978 Jan 16, 1988 Texas 

Longbrake, William A Nov 8, 1978 July 9, 1982 Wisconsin 

Odom, Jr., Lewis G Mar 21, 1979 Nov 16. 1980 Alabama 

Martin, William E May 22, 1979 Apr 4, 1983 Texas 

Barefoot, Jo Ann July 13, 1979 Sept 5, 1982 Connecticut 

Lord, Charles E Apr 13, 1981 Mar 31, 1982 Connecticut 

Bench, Robert R Mar 21. 1982 Sept 25, 1987 Massachusetts 

Klinzing, Robert R Mar 21, 1982 Aug 21, 1983 Connecticut 

Robertson, William L Mar 21, 1982 Sept 26, 1986 Texas 

Arnold, Doyle L May 2, 1982 May 12, 1984 California 

Weiss, Steven J. May 2, 1982 Pennsylvania 

Stephens, Martha B June 1 1982 Jan 19. 1985 Georgia 

Stirnweis, Craig M Sept 19, 1982 May 1. 1986 Idaho 
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Senior Deputy and Deputy Comptrollers of the Currency, 1863 to the present — continued 

No 

70 Herrmann, Robert J 
71 Mancusi. Michael A 
72 Marriott, Dean S 
73 Poole, Clifton A Jr 
74 Taylor, Thomas W 
75 Boland Jr, James E 
76 Fisher, Jerry 
77 Patriarca Michael 
78 Wilson, Karen J 
79 Winstead. Bobby B 
80 Chew, David L 
81 Walter, Judith A 
82 Maguire. Francis E Jr 
83 Kraft, Peter C 
84 Khnzmg, Robert R 
85 Hechinger. Deborah S 
86 Norton, Gary W 
87 Shepherd, J Michael 
88 Rushton, Emory W 
89 Fiechter Jonathan l 
90 Stolte, William J 
91 Clock, Edwin H 
92 Krause, Susan F 
93 Coonley, Donald G 
94 Blakely. Kevin M 

Name Dates of tenure 
Jan 1 1983 
Jan 1, 1983 
Jan 1, 1983 
Jan 1, 1983 
Jan 1, 1983 
Feb 7, 1983 
Apr 17, 1983 
July 10, 1983 
July 17, 1983 
Mar 18, 1984 
May 2, 1984 
Apr 24, 1985 
Jan 9, 1986 
July 20, 1986 
Aug 11, 1986 
Aug 31, 1986 
Sept 3, 1986 
Jan. 9, 1987 
Jan 21, 1987 
Mar 4, 1987 
Mar 11, 1987 
Feb 29, 1988 
Mar 30, 1988 
June 29, 1988 
Oct 12, 1988 

Feb 17. 1986 

Jan. 16, 1990 
Feb 15, 1985 

Aug 15, 1986 

Feb 2, 1985 

Sept 14, 1987 

Sept 20, 1989 
Oct 30, 1987 

Jan 3, 1990 

Maryland 
Missouri 
North Carolina 
Ohio 
Pennsylvania 
Delaware 
California 
New Jersey 
Texas 
DistrictofColumbia 
Indiana 
Virginia 
California 
Connecticut 
DistrictofColumbia 
Missouri 
California 
South Carolina 
Pennsylvania 
New Jersey 
California 
California 
Virginia 
Illinois 



Changes in the structure of the national banking system, by states, July 1 to December 31, 1989 

In 
operation 
June 30, 

1989 

Organized 
and opened 
for business 

Merged 
Voluntary 

liquidations 
Payouts 

12 USC 214 

In operation 
Dec 31, 1989 Converted to 

state banks 
Merged with 
state banks 

Alabama 53 0 0 0 0 0 0 53 

Alaska . 3 1 0 0 0 0 0 4 

Arizona . 15 1 1 0 1 0 0 14 

Arkansas . 85 0 0 0 0 3 0 82 

California. 169 5 1 1 0 0 0 172 

Colorado 252 6 2 0 1 1 0 254 

Connecticut 20 0 0 0 0 0 0 20 

Delaware. 18 0 0 0 0 0 0 18 

District of Columbia 25 0 0 0 0 0 0 25 

Florida. 173 6 1 1 0 0 1 176 

Georgia 60 5 0 0 0 0 0 65 

Hawaii . 3 0 0 0 0 0 0 3 

Idaho. 8 0 0 0 0 0 0 8 

Illinois . 371 1 1 0 0 4 2 365 

Indiana 97 0 3 0 0 0 0 94 

Iowa . 103 0 0 1 0 0 0 102 

Kansas . 165 1 2 0 0 0 0 164 

Kentucky. 83 1 0 0 0 0 0 84 

Louisiana . 51 0 1 0 1 0 2 47 

Maine. 7 0 0 0 0 0 0 7 

Maryland. 25 2 0 0 0 0 0 27 

Massachusetts. 41 0 1 0 0 0 0 40 
Michigan . . 82 0 3 0 0 0 0 79 

Minnesota. 160 0 4 0 0 0 1 156 

Mississippi . 28 0 0 0 0 0 0 28 
Missouri. 93 3 1 0 0 2 0 93 

Montana. 56 0 0 0 0 0 0 56 

Nebraska . 113 0 0 0 0 1 0 112 

Nevada 7 0 0 0 0 0 0 7 

New Hampshire ... 17 0 0 0 0 0 3 14 

New Jersey . 60 0 2 0 0 0 1 58 

New Mexico. 41 0 0 0 0 0 0 41 

New York . 108 1 3 1 1 1 2 101 

North Carolina 16 1 0 0 0 0 0 17 

North Dakota 29 1 0 0 0 0 0 30 

Ohio. 137 1 2 0 0 0 0 136 

Oklahoma . 180 0 3 0 0 0 3 174 

Oregon 8 0 0 0 0 0 0 8 

Pennsylvania . 171 0 1 0 0 0 0 170 

Rhode Island 5 0 0 0 0 0 0 5 

South Carolina. 28 1 0 0 0 0 0 29 

South Dakota 25 0 0 0 0 0 0 25 

Tennessee 52 1 0 0 0 0 1 52 

Texas . 769 3 48 0 0 4 15 705 

Utah 7 0 0 0 0 0 0 7 

Vermont 12 0 0 0 0 0 0 12 

Virginia 53 2 1 0 0 0 1 53 

Washington 27 0 0 1 0 0 0 26 

West Virginia 89 0 5 0 0 0 1 83 

Wisconsin 116 0 0 0 0 0 0 116 

Wyoming 33 0 0 0 0 0 0 33 

Puerto Rico . 1 0 0 0 0 0 0 1 

United States 4,350 43 86 5 4 16 32 4,251 

NOTES: Organized and opened for business includes all state banks converted to national banks as well as all newly formed national banks 
The title "merged” is a generic term and includes all mergers, consolidations and purchase and assumptions where the resulting 
institution is a nationally chartered bank Also included in this column are immediate FDIC assisted merger" transactions where the 
resulting institution is a nationally chartered bank 
Voluntary liquidations include only straight liquidations of national banks No liquidations pursuant to a purchase and assumption 
transaction are included in this total Liquidations resulting from purchase and assumptions are included in the "merged columns 
Payouts include all failed national banks where FDIC is named receiver and no other depository institution is named as successor The 
title "merged" is a generic term and includes all mergers, consolidations and purchase and assumptions where the resulting institution 
is a state-chartered bank Also included in this column are immediate FDIC assisted "merger" transactions where the resulting 
institution is a state-chartered bank 
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Applications for national bank charters, July 1 to December 31, 1989 

Received Approved Denied 
Charters 
issued 

State-chartered 
banks 

Cdnverted to 
national banks 

Trust 
companies* 

Nonbank 
banks' 

Alabama . 0 0 0 0 0 0 0 

Alaska 0 0 0 0 1 0 0 

Arizona 0 1 0 1 0 0 0 

Arkansas . 2 0 1 0 0 1 0 

California . 4 3 0 5 0 1 0 

Colorado 11 0 0 6 0 0 0 

Connecticut. 0 0 0 0 0 0 0 

Delaware 0 1 0 0 0 0 0 

District of Columbia 1 0 0 0 0 0 0 

Florida . 8 4 0 6 0 1 1 

Georgia . 5 4 0 5 0 1 0 

Hawaii . 0 0 0 0 0 0 0 

Idaho . 0 0 0 0 0 0 0 

Illinois. 1 1 0 0 1 1 0 

Indiana. 1 0 0 0 0 1 0 

Iowa . 0 0 0 0 0 0 0 

Kansas 0 1 0 0 1 0 0 

Kentucky . 0 0 0 1 0 0 0 

Louisiana. 0 0 0 0 0 0 u 

Maine . 0 0 0 0 0 0 0 

Maryland . 1 3 0 1 1 0 0 
n 

Massachusettes. 1 0 0 0 0 1 u 

Michigan. 0 0 0 0 0 0 0 

Minnesota. 2 0 0 0 0 0 0 

Mississippi . 0 0 0 0 0 0 0 

Missouri . 0 0 0 0 3 0 u 

Montana . 1 0 0 0 0 0 0 

Nebraska. 1 0 0 0 0 0 0 

Nevada . 0 0 0 0 0 0 0 

New Hampshire . 0 0 0 0 0 0 u 

New Jersey. 1 0 0 0 0 0 0 

New Mexico . 0 0 0 0 0 0 0 

New York. 1 0 0 1 0 0 0 

North Carolina . 0 3 0 1 0 0 u 

North Dakota 0 0 0 1 0 0 u 

Ohio . 0 2 0 1 0 0 0 

Oklahoma . 0 0 0 0 0 0 0 

Oregon . 0 0 0 0 0 0 0 
A 

Pennsylvania. 0 0 0 0 0 0 u 
A 

Rhode Island . 0 0 0 0 0 u u 

South Carolina . 2 1 0 0 1 0 0 

South Dakota 0 0 0 0 0 0 0 

Tennessee . 0 0 0 1 0 0 0 

Texas . 0 0 0 3 0 0 0 

Utah . 0 0 0 0 0 0 0 

Vermont. 0 0 0 0 0 0 0 

Virginia. 2 1 0 1 1 0 
n 

0 
A 

Washington . 0 1 0 0 0 u 
o 

u 
n 

West Virginia 1 1 0 0 0 u u 

Wisconsin . 0 0 0 0 0 u u 

Wyoming 0 0 0 0 0 0 0 

Total 47 28 1 34 9 7 1 

‘These figures are included in the figures for received, approved, denied and charters issued 
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Applications for new national bank charters, approved and rejected. by states. July t to December 3t. 1989 

ARIZONA 

May National Bank of Arizona, Scottsdale 

ARKANSAS 

Arkansas National Trust Company, Fayetteville 

CALIFORNIA 

Kern National Bank, Arvin 
First Valley National Bank, Lancaster 
Ei Camino National Bank, Lompoc 

DELAWARE 

The Diamond State Bank, National Association. Dover 

FLORIDA 

Bancorp Trust Company, National Association, Naples 
Enterprise National Bank of Palm Beach, Palm Beach Gardens 
First National Bank of Bradford County, Starke 

First American Bank and Trust, National Association, North Palm Beach 

GEORGIA 

First National Bank of South Georgia, Albany 
Community National Bank, Ashburn 
Wayne National Bank, Jesup 
Clayton National Bank. Morrow 

ILLINOIS 

HRSI, National Association, Wood Dale 

KANSAS 

First American Bank, National Association, Lenexa 

MARYLAND 

The Annapolis National Bank, Annapolis 
Prince George's National Bank, Landover 
May National Bank of Maryland, Silver Spring 

NORTH CAROLINA 

Vance National Bank, Henderson 
Franklin National Bank, Louisburg 

Enterprise National Bank of the Piedmont, Winston Salem 

OHIO 

Morgan Bank, National Association, Hudson 
May National Bank of Ohio, Parma 

SOUTH CAROLINA 

Bank of Charleston National Association, Charleston 

TEXAS 

Texas American Bridge Bank National Association, Fort Worth 

VIRGINIA 

Patriot National Bank of Reston. Reston 

WASHINGTON 

Mt Rainier National Bank, Enumclaw 

WEST VIRGINIA 

Approved Rejected 

Sept 1 

Aug 22 

Oct 25 
July 7 
Nov 3 

Aug. 11 

Nov 6 
Oct 6 

Aug 14 
Dec 15 

Nov 16 
Nov 16 
Dec 14 
July 7 

Nov 28 

Sept 9 

Aug, 31 
Dec. 18 
Sept 1 

Oct 24 
Oct 24 
Oct 24 

Oct 20 
Sept 1 

July 5 

July 20 

Sept 15 

Oct 3 

r e National Bank of West Virginia Morgantown 
Dec 1 



New national bank charters issued, July 1 to December 31, 1989 

Title and location of bank 

ARIZONA 

Security Pacific Bank. National Association, Scottsdale 

CALIFORNIA 

Six Rivers National Bank, Eureka 
Goleta National Bank, Goleta 
Pasadena National Trust Company, Pasadena 
Marin Community Bank, National Association, San Rafael 
Templeton National Bank, Templeton . 

COLORADO 

Firstbank of Beaver Creek, National Association, Beaver Creek 
Firstbank at 30th/Arapahoe, National Association, Boulder 
Firstbank of South Boulder, National Association, Boulder 
Firstbank of Table Mesa, National Association, Boulder 
Firstbank of Southmoor Park, National Association, Denver 
Firstbank of 120th/Colorado, National Association, Thornton 

FLORIDA 

Heritage National Bank, Fort Myers. 
First National Bank of Osceola County, Kissimmee 
Society National Trust Company, Naples 
Ponte Vedra National Bank, Ponte Vedra Beach 
Community National Bank of Pasco County, Zephyrhills 
First American Bank and Trust, National Association, North Palm Beach 

GEORGIA 

Lanier National Bank, Gainesville 
First National Bank of Baldwin County, Milledgeville 
First National Bank of Effingham, Springfield 
First National Bank, St Mary's . 
First National Bank of Cherokee, Woodstock 

KENTUCKY 

Williamsburg National Bank, Williamsburg 

MARYLAND 

Old Line National Bank, Waldorf . 

NEW YORK 

Marathon National Bank of New York, Astoria, Queens, New York City 

NORTH CAROLINA 

Crown National Bank, Charlotte 

NORTH DAKOTA 

First National Bank South, Grand Forks 

OHIO 

Capital Bank, National Association, Sylvania 

TENNESSEE 

Franklin National Bank, Franklin . 

TEXAS 

Texas American Bridge Bank, National Association, Fort Worth 
First City. Texas-Beaumont, National Association, Beaumont 
Hibernia National Bank in Texas, Pflugerville 

VIRGINIA 

New Atlantic Bank, National Association, Norfolk 

Charter 
number 

Date 
open 

22106 September 28 

21925 
21699 
21753 
21982 
21956 

December 27 
August 21 
July 5 
December 8 
December 1 

21981 
21680 
21938 
21677 
21674 
21682 

September 29 
September 8 
November 6 
September 8 
November 17 
September 11 

21911 
21730 
21914 
21934 
21842 
22150 

July 17 
September 13 
July 5 
December 18 
November 3 
December 16 

21901 
21873 
21790 
21709 
21836 

August 1 
July 3 
December 7 
July 10 
November 27 

21929 July 14 

21700 September 28 

21686 November 3 

21930 December 14 

22074 August 24 

18764 August 24 

21963 December 1 

21987 
4017 
22070 

July 20 
August 17 
August 24 

22155 December 8 
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State-chartered banks converted to national banks, July 1 to December 31, 1989 

Title and location of bank 
ALASKA 

B.ank Alaska National Association (21990), conversion of First 
interstate Bank of Alaska, Anchorage 

ILLINOIS 

st National Bank of Kankakee County (21967), conversion of First Bank of 
Meadowview, Kankakee 

KANSAS 

Peoples Bank National Association (22010) conversion of the Peoples 
State Bank, Coldwater 

MARYLAND 

NCNB National Bank of Maryland (21977), conversion of NCNB Bank of 
Maryland, Baltimore 

MISSOURI 

Community Bank, National Association (81760). conversion of Community 
Bank, Chillicothe. 

C't'zens National Bank of Maryville (21815), conversion of Citizens State Bank of 
Maryville, Maryville 

^ Natl0,lal Bank of Shelbyville (21817), conversion of the Citizens Bank 
Shelbyville, Shelbyville 

SOUTH CAROLINA 

NCNB National Bank of South Carolina (21975), conversion of NCNB South 
Carolina, Columbia. 

VIRGINIA 

Jefferson National Bank Tidewater (22025), conversion of Chespeake Bank 
and Trust, Chesapeake 

Effective date Total assets 

October 23 34,914 000 

July 1 70,848 000 

October 26 19,904.000 

July 1 280,168,000 

November 7 

November 7 

November 7 

32,379,000 

99,354,000 

18,377,000 

July 1 3,297,010,000 

September 1 98,663,000 



Mergers, July 1 to December 31, 1989 * 

Transactions involving two 
or more operating banks 

Transactions involving a 
single operating bank 

Total 

Received . 153 31 184 

Approved 139 27 166 

Denied 2 0 2 

Abandoned . 4 1 5 

Consummated . 132 25 157 

"Mergers is a generic term which includes mergers, consolidations, and purchases and assumptions 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 
 (Dollar amounts in thousands) 

Date 
consummated 

September 28 

Merging banks 
____Resulting bank 
ARIZONA 

Security Pacific Bank National Association (22106) Scottsdale 
National Bank of Arizona (17960), Scottsdale 
Security Pacific Bank, National Association (22106), Scottsdale 

July 31 

August 28 

October 19 

December 21 

December 31 

CALIFORNIA 

Wells Fargo Bank, National Association (1741), San Francisco 
Bank of Paradise Paradise 

Wei's Fargo Bank, National Association (1741), San Francisco 
Olympic National Bank (17821), Los Angeles 
City Savings and Loan Association. Westlake Village 
Olympic National Bank (17821), Los Angeles 
Security Pacific National Bank (2491), Los Angeles 
Southwest Bank, Vista 

Security Pacific National Bank (2491), Los Angeles 
Olympic National Bank (17821), Los Angeles 
United Community Bank, Westlake Village 
Olympic National Bank (17821), Los Angeles 
Huntington National Bank (17224), Huntington Beach 
Mid-Cities National Bank (17659), Bellflower 
Huntington National Bank (17224), Huntington Beach 

July 13 

August 8 

October 6 

August 11 

October 6 

October 13 

November 6 

December 15 

December 30 

COLORADO 

The First National Bank of Strasburg (11640), Strasburg 
Bennett National Bank (17892), Bennett 
The First National Bank of Strasburg (11640), Strasburg 
Peoples National Bank (21717), Monument 
Buena Vista Savings and Industrial Bank, Buena Vista 
Peoples National Bank (21717), Monument 

Colorado National Bank-Exchange (3913), Colorado Springs 
First Bank, Colorado Springs 

Colorado National Bank-Exchange (3913), Coiorado Springs 

FLORIDA 

The Citizens and Southern National Bank of Florida (14376), Ft Lauderdale 
Liberty Federal Savings and Loan, Port Richey 

The Citizens and Southern National Bank of Florida (14376) Ft Lauderdale 
NCNB National Bank of Florida (17775), Tampa 
Southern Floridabanc Federal Savings and Loan Association Boca Raton 
NCNB National Bank of Florida (17775), Tampa 
NCNB National Bank of Florida (17775), Tampa 
Freedom Savings and Lean Association, Tampa 
NCNB National Bank of Florida (17775), Tampa 

The Bank of New York Trust Company of Florida, National Association (17871) Miami 
Irving Trust Company Florida, Miami 

The Bank of New York Trust Company of Florida, National Association (17871) Miami 
Jefferson National Bank (15278), Miami Beach 
Jefferson National Bank (21268), Boca Raton 
Jefferson National Bank (15278) Miami Beach 
Southeast Bank, National Association (15638). Miami 
Southeast Bank for Savings, Jacksonville 
Southeast Bank of Gamsville, Gainsville 
Southeast Bank, National Association (15638), Miami 

July 1 

September 15 

September 22 

j'i'a not a/ailabie 

GEORGIA 

First South Bank, National Association (21032), Fort Valley 
First South Bank, Ashburn 

First South Bank, National Association (21032) Fort Valley 
The First National Bank of Atlanta (1559) Atlanta 
First Bank and Trust Company, Fayetteville 
The First National Bank of Atlanta (1559), Atlanta 
The First National Bank of Commerce (7431), Commerce 
Habersham Federal Savings and Loan Association. Cornelia 
The First National Bank of Commerce (7431). Commerce 

Total assets 

$ 400,000 
13,000 

14,000.000 

43,600,000 
59,800 

43,700,000 
72,676 

48.920.000 
358,000 

49,300,000 
83,181 
34,840 

77,694 
43,316 

121,789 

41,958 
8,876 

22,237 
2,850 

23,788 
329,118 
35,950 

5,841,994 

11,145,171 

11,145,171 

2,487 
2,545 
5,032 

205,746 
24,696 

227,910 
14 096,485 

1,258.263 
54,828 

15,743.071 

72,787 
42,327 

115.115 
7,953,632 

37.267 
7,996.233 

67,493 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank 

Total assets 

ILLINOIS 

First National Bank of the Quad Cities (14537), Rock Island 294,906 

Scuthpark National Bank of the Quad Cities (15458), Moline 33,909 
July 1 First of America Bank-Quad Cities, National Association (14537), Rock Island 328 970 

First National Bank of Woodford County (14469), Metamora 56,617 

Farmers State Bank of Benson, Benson 26 793 
July 31 First National Bank of Woodford County (14469), Metamora 82,585 

Old Kent Bank, National Association (14411), Elmhurst. 374,918 

Old Kent Bank-Northwest, Rolling Meadows 36,843 
December 29 Old Kent Bank, National Association (14411), Elmhurst 411,761 

INDIANA 

First National Bank (206), Elkhart . 949,589 

State Bank of Syracuse, Syracuse 71,633 

August 19 Ameritrust National Bank, Michiana (206), Elkhart 1,017,557 

The Seymour National Bank (4652), Seymour. 76,713 

The First National Bank of North Vernon (4678), North Vernon 64,311 

August 28 The Seymour National Bank (4652), Seymour 141,024 

INB National Bank (984), Indianapolis . 4,690,437 

The Citizens National Bank of Bedford (5173), Bedford 118,006 

September 29 INB National Bank (984), Indianapolis . 4,803,747 

Ameritrust National Bank, Central Indiana (16018), Indianapolis . 50,876 

Ameritrust National Bank, Hamilton County (9756), Noblesville 281,054 

November 18 Ameritrust National Bank, Central Indiana (16018), Indianapolis 341,742 

Ameritrust National Bank, Central Indiana (16018), Indianapolis 341,742 

Indiana Bank and Trust Company, Martinsville 61,009 

December 16 Ameritrust National Bank, Central Indiana (16018), Indianapolis 403,942 

IOWA 

Peoples National Bank (17128), Council Bluffs 9,358 

Peoples State Bank, Missouri Valley 28,731 

December 31 Peoples National Bank (17128), Council Bluffs 38,089 

KANSAS 

The Army National Bank of Fort Leavenworth (8796), Fort Leavenworth 100,985 

Fort Carson National Bank (15620), Fort Carson 12,238 

July 1 The Army National Bank of Fort Leavenworth (8796), Fort Leavenworth 113,223 

Hutchinson National Bank and Trust Company (10765), Hutchinson 198,510 

Commerce Bank of Hutchinson, National Association (15629), Hutchinson 14,582 

July 8 Hutchinson National Bank and Trust Company (10765), Hutchinson 212.044 

Bank IV Coffeyville, National Association (3324), Coffeyville 107,850 

First Federal Savings and Loan Association, Coffeyville 

August 18 Bank IV Coffeyville, National Association (3324), Coffeyville 
14,083 First National Bank in Mankato (6817), Mankato 

The Burr Oak State Bank, Burr Oak 4,838 

August 31 First National Bank in Mankato (6817), Mankato 
111,293 The Garden National Bank of Garden City (13990), Garden City 

Colonial Savings Association of America, Liberal 
September 21 The Garden National Bank of Garden City (13990), Garden City 

Union National Bank of Wichita (11010), Wichita 338,149 

Union Boulevard National Bank (21448), Wichita 85,805 

December 1 Union National Bank of Wichita (11010), Wichita 420,054 

KENTUCKY 

The Harlan National Bank (12295), Harlan 67,581 

The Guaranty Deposit Bank, Cumberland 33 470 

December 31 The Harlan National Bank (12295), Harlan 100.884 

LOUISIANA 

Hibernia National Bank (13688), New Orleans 6025.218 

August 18 

Evangeline Federal Savings and Loan, Lafayette 
Hibernia National Bank (13688), New Orleans 

2,722 613 First National Bank of Commerce (13689), New Orleans 

September 8 

Elmwood Federal Savings and Loan, Haraham 
First National Bank of Commerce (13689), New Orleans 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank Total assets 

Whitney National Bank (14977), New Orleans 2,551 000 
Enterprise Federal Savings and Loan. Marrero 

September 8 Whitney National Bank (14977), New Orleans 
Hibernia National Bank (13688), New Orleans 6 134 556 
First Savings of Louisiana, FSA La Place 

September 15 Hibernia National Bank (13688), New Orleans 
The First National Bank of Lake Charles (4154), Lake Charles 215,179 
National Bank of Commerce of De Ridder (16732), De Ridder 46 064 

October 6 The First National Bank of Lake Charles (4154), Lake Charles 261,243 
Hibernia National Bank (13688), New Orleans 6.134,556 
River City Federal Savings Bank, Baton Rouge 

October 6 Hibernia National Bank (13688), New Orleans 

MASSACHUSETTS 

Shawmut Bank, National Association (15509) Boston 8,902,890 
First Bristol County National Bank (2232), Taunton 422,244 

August 11 Shawmut Bank, National Association (15509) Boston 9,304,135 
Bank of New England-North, National Association (6077) Lowell 1,327,939 
Bank of New England-Essex, Peabody 624,909 

August 18 Bank of New England-North, National Association (6077), Lowell 1,879,083 

MICHIGAN 

First of America Bank - Bay City, National Association (14641) Bay City 105,721 
First of America Bank - Mid-Michigan, Gladwin 382,672 

July 1 First of America Bank - Mid-Michigan, National Association (14641) Bay City 488,648 
First of America Bank - Marquette, National Association (12027), Marquette 139,421 
First of America Bank - Copper Country, Calumet 63,953 

October 1 First of America Bank - Upper Peninsula, National Association (12027) Marquette 203,374 
Comerica Bank - Jackson, National Association (13741), Jackson 354,940 
Comerica Bank - Grand Rapids, National Association (16672), Grand Rapids 72,463 
Metrobanc, National Association (21368) Grand Rapids 434,000 

October 1 Comerica Bank National Association (13741), Jackson 855,449 
First of America Bank - Marquette, National Association (12027) Marquette 203,374 
First of America Bank - Gogebic National Association (9517), Ironwood 73,384 

November 1 First of America - Upper Peninsula, National Association (12027) Marquette 276.758 

MINNESOTA 

The Midway National Bank of St Paul (13131), St Paul 287.051 
Valley National Bank (21282), Apple Valley 37,312 

August 31 The Midway National Bank of St Paul (13131) St Paul 311,750 
Marquette Bank Minneapolis, National Association (11861) Minneapolis 1 480,860 
Marquette Bank Columbia Heights, Columbia Heights 87,007 
Marquette Bank Lake, Minneapolis 46,965 
Marquette Bank University National Association (14440) Minneapolis 58,798 

September 15 Marquette Bank Minneapolis, National Association (11861) Minneapolis 1,673,630 
First Bank, National Association (710), Minneapolis 17,866,000 
First Bank, Cottage Grove, National Association (15779) Cottage Grove 32,000 

September 16 First Bank National Association (710), Minneapolis 17,898,000 
First National Bank of Long Prairie (15037), Long Prairie 57 909 
The Lee State Bank Browerville 14,357 

November 9 First National Bank of Long Prairie (15037), Long Prairie 

MISSOURI 

First National Bank of Kirksville (5107) Kirksville 64,077 
Commerce Bank of Kirksville, National Association (8276) Kirksville 45,374 

August 4 First National Bank of Kirksville (5107), Kirksville 112,523 
Centerre Bank of Cape Girardeau National Association (4611) Cape Girardeau 120,492 
Boatmen s Bank of Cape Girardeau, Cape Girardeau 179.555 

September 1 Boatmen's National Bank of Cape Girardeau (4611), Cape Girardeau 300,047 

MONTANA 

The First National Bank of Glendive (7101), Glendive 64.195 
First Security Bank of Glendive. Glendive 33 362 

December 1 The First National Bank of Glendive (7101) Glendive 



Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank 

Total assets 

NEBRASKA 

The First National Bank and Trust Company of North Platte (3496). North Platte 86,344 

September 15 

Nile Valley Federal Savings and Loan Association, Scottsbluff 
The First National Bank and Trust Company of North Platte (3496), North Platte 

24,323 First National Bank in Morrill (12625), Morrill 
The Farmers State Bank, Lyman 5,992 

September 23 First National Bank in Morrill (12625), Morrill N/A 

The First National Bank of Hayes Center (8031), Hayes Center 15,835 

American State Bank, McCook 14,332 

September 30 Amfirst Bank, National Association (8031), McCook 30,119 

Security National Bank of Superior (42083), Superior 35,693 

Lawrence State Bank, Lawrence 8,551 

November 20 Security National Bank of Superior (14083), Superior 43,960 

First National Bank of Omaha (209), Omaha 1,285.196 

First Bank of Omaha Savings Co., Omaha /4 1 U3 

November 21 First National Bank of Omaha (209), Omaha 1,356.948 

NEW JERSEY 

Midlantic National Bank (1316), Newark 8,098,825 

Midlantic National Bank/Merchants (15430), Neptune Township 1,431,615 

July 1 Midlantic National Bank (1316), Newark 9,518,426 

Midlantic National Bank (1316), Newark 5,712,781 

Midlantic National Bank/South (1209), Mt Laurel 2,414,332 

July 1 Midlantic National Bank (1316), Newark 8,098,825 

NEW YORK 

The National Bank and Trust Company of Norwich (1354), Norwich 500,940 

Hayes National Bank (10295), Clinton 98.381 

The Fulton County National Bank and Trust Company (3312), Gloversville 98.464 

The First National Bank of Hancock (8613). Hancock 30,908 

The Bank of Lake Placid, Lake Placid, Lake Placid 61,895 

September 29 The National Bank and Trust Company (1354), Norwich 791,633 

NORTH CAROLINA 

NCNB National Bank of North Carolina (13761), Charlotte 18.897,983 

Great Atlantic Savings Bank, F S B . Manted 

September 15 NCNB National Bank of North Carolina (13761), Charlotte 
Southern National Bank of North Carolina (10610), Lumberton 2.293.318 

American Bank and Trust Company, High Point 52,108 

October 31 Southern National Bank of North Carolina (10610), Lumberton 2,345,426 

NORTH DAKOTA 

First National Bank South (22074), Grand Forks 
The Dakota Bank, Grand Forks . 28 020 

August 24 First National Bank South (22074), Grand Forks 

OHIO 

The First National Bank of Chesterhill (5552), Chesterhill 12,164 

The First National Bank of Caldwell (13844), Caldwell 30 869 

July 31 The First National Bank of Southeastern Ohio (5552), Caldwell 43.033 

Society National Bank (14761), Cleveland . 1,399,785 

Society Bank of Eastern Ohio, National Association (43) Canton 6.086 826 

September 8 Society National Bank (14761), Cleveland 7,408,771 

The Fifth Third Bank of Miami Valley, National Association (1061), Piqua 306,577 

The Citizens State Bank of Greenville, Greenville 28.715 

November 30 The Fifth Third Bank of Miami Valley, National Association (1061), Piqua 335,292 

OKLAHOMA 

Commercial Bank, National Association (17045), Oklahoma City 32 484 

Mercantile Bank, National Association (16796), Moore 19 857 

September 8 First Fidelity Bank, National Association (17045), Oklahoma City 50 680 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 
 (Dollar amounts in thousands) 

— continued 

Date 
consummated 

October 12 

October 13 

November 30 

July 1 

October 1 

July 14 

July 20 

July 20 

July 26 

July 27 

J > / 28 

Merging banks 
Resulting bank 

The Liberty National Bank and Trust Company of Oklahoma City (11230) Oklahoma City 
North Bank, National Association (18322), Oklahoma City 

The Liberty National Bank and Trust Company of Oklahoma City (11230) Oklahoma City 
Bank of Oklahoma, National Association (13679), Tulsa 
Bank of Oklahoma Broken Arrow National Association (17937). Broken Arrow 
Bank of Oklahoma, City Plaza, Tulsa 
Bank of Oklahoma, Lewis Center, Tulsa 
Bank of Oklahoma, Southwest Tulsa, Tulsa 
Bank of Oklahoma, National Association (13679), Tulsa 
Bank of Oklahoma, National Association (13679), Tulsa 
Bank of Oklahoma, Mercantile Center, Tulsa 
Bank of Oklahoma, National Association (13679), Tulsa 

PENNSYLVANIA 

The First National Bank of Jermyn (6158), Jermyn 
The First National Bank of Jessup (9600) Jessup 
The First National Bank of Jermyn (6158), Jermyn 

SOUTH DAKOTA 

First National Bank (14252), Pierre 
First State Bank of McLaughlin, McLaughlin 
First National Bank (14252), Pierre 

TEXAS 

Metropolitan National Bank (17031), Farmers Branch 
Independent Bank-Coppell, National Association (20064) Coppell 
Metropolitan National Bank (17031), Farmers Branch 
Charter National Bank-Colonial (16493), Houston 
Fallbrook National Bank (18445), Houston 
Charter National Bank-Colonial (16493), Houston 
Texas American Bridge Bank, National Association (21987), Forth Worth 
Texas American Bank/Greater Southwest, Grand Prairie 
Texas American Bank/Richardson, National Association (16879), Richardson 
Texas American Bank/Plano, National Association (16879), Plano 
Texas American Bank/Temple, National Association (16404), Temple 
Texas American Bank/Southwest, National Association (21555) Stafford 

Texas American Bank/Tyler, National Association (15979), Tyler 
Texas American Bank/Wichita Falls, National Association (21556), Wichita Falls 
Texas American Bank/Levelland. Levelland 
Texas American Bank/Longview, National Association (16911), Longview 
Texas American Bank/Houston National Association (14916), Houston 
Texas American Bank/McKinney, National Association (2909), McKinney 
Texas American Bank/Midland, National Association (21559), Midland 
Texas American Bank/Breckenndge National Association (14027), Breckenridge 
Texas American Bank/Amarillo. National Association (14350), Amarillo 
Texas American Bank/Forum, National Association (21550), Arlington 
Texas American Bank/Austin, National Association (21582), Austin 
Texas American Bank/Farmers Branch, National Association (21756), Farmers Branch 
Texas American Bank/Dallas, National Association (21586), Dallas 
Texas American Bank/LBJ, National Association (21743), Dallas 
Texas American Bank/Prestonwood National Association (16557), Dallas 
Texas American Bank/Denison, National Association (12728), Denison 
Texas American Bank/Duncanville, National Association (14940), Duncanville 
Texas American Bank/Fort Worth National Association (3131), Fort Worth 
Texas American Bank/Fredericksburg National Association (13610), Fredericksburg 
Texas American Bridge Bank, National Association (21987) Fort Worth 
The f irst National Bank of La Feria (12747), La Feria 
The Hidalgo County Bank and Trust Company Mercedes 
The First National Bank of La Feria (12747), La Feria 
First National Bank (14598), Sweetwater 
The Texas Bank and Trust Company Sweetwater 
First National Bank (14598) Sweetwater 
Groos Bank National Association (10148), San Antonio 
San Pedro State Bank San Antonio 
Groos Bank National Association (10148), San Antonio 

Total assets 

1,307,449 
12,368 

1,737,365 
20,755 
94,439 

108,082 
22,684 

1.938,993 
1,737,365 

102,112 
1 938,993 

162,476 
27,675 

190,151 

59,393 
14,405 
71,974 

118,295 
35,616 

142,454 
31,520 

40,405 
45,791 
36,569 
80,082 
42,369 

157,217 
60,328 

212,748 
83,615 

373,374 
197,409 
130,299 
95,782 

235,647 
57,026 

164,092 
54,100 

308,151 
73,726 
57.966 

135,038 
188,672 

2,417,285 
141,295 

31,311 
20,400 

74,492 
41,071 

218,760 
118.907 
336,667 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank 

Total assets 

Union National Bank of Texas (21889), Austin 28.581 
Brushy Creek National Bank (18598), Austin 12.346 

July 28 Union National Bank of Texas (21889), Austin 

The Frost National Bank of San Antonio (5179), San Antonio 2,513,685 
University National Bank (16649), San Antonio. 22 985 

August 3 The Frost National Bank of San Antonio (5179), San Antonio 

First National Bank of Temple (13778), Temple 165,072 
Citizens National Bank of Killeen (17082), Kileen 38.348 

August 17 First National Bank of Temple (13778). Temple 

First City, Texas-Beaumont, National Association (4017), Beaumont 647,252 

First State Bank, Liberty. 69,902 

August 17 First City, Texas-Beaumont, National Association (4017), Beaumont 

NCNB Texas National Bank (21834), Dallas. 26,326,259 
Century Savings and Loan Association, Baytown . 

August 18 NCNB Texas National Bank (21834), Dallas. 

Colonial National Bank (18382), Fort Worth 19,381 
Park Central Bank (18640), Fort Worth. 17,302 

August 24 Colonial National Bank (18382), Fort Worth 

The Frost National Bank of San Antonio (5179), San Antonio 2,513,685 

Summit Bank, San Antonio . 20,399 

August 24 The Frost National Bank of San Antonio (5179), San Antonio . 

First National Bank of Jacksonville (5581), Jacksonville. . 89,459 
Troup Bank and Trust Company, Troup . 26,590 

August 24 First National Bank of Jacksonville (5581), Jacksonville. 

Hibernia National Bank in Texas (22070), Pflugerville 
— 

First State Bank, Pflugerville. 31,415 

August 24 Hibernia National Bank in Texas (22070), Pflugerville . 

Hibernia National Bank in Texas (22070), Pflugerville 
Thousand Oaks National Bank (20019), San Antonio . 33,652 

September 7 Hibernia National Bank in Texas (2207C), Pflugerville — 

NCNB Texas National Bank (21834), Dallas . 26,326.259 
American Federal Savings Bank, Austin _ 

September 8 NCNB Texas National Bank (21834), Dallas . 

First City, Texas-San Antonio, National Association (17941), San Antonio 315.145 
Medcentre Bank, National Association, San Antonio . 31,400 

September 14 First City, Texas-San Antonio, National Association (17941), San Antonio 

Bedford National Bank (17429), Bedford 24,181 

Prairie State Bank, Grand Prairie 18,300 

September 14 Bedford National Bank (17429), Bedford 

Hibernia National Bank in Texas (22070), Pflugerville 
Humble Savings and Loan Association, Humble. 

September 15 Hibernia National Bank in Texas (22070), Pflugerville 

First City, Texas-Tyler, National Association (5343), Tyler 276,936 

Rose Capital Bank, Tyler. 68,838 

September 21 First City, Texas-Tyler, National Association (5343), Tyler 

NCNB Texas National Bank (21834), Dallas . 26,326,259 

Village Savings Bank, FSB, Houston 
September 22 NCNB Texas National Bank (21834), Dallas . 

NCNB Texas National Bank (21834), Dallas . 26,326.259 

First Capital Savings Association of Texas, Houston 
September 22 NCNB Texas National Bank (21834), Dallas . 

The First National Bank of Albany (3248), Albany 70,208 

Strawn Security Bank, Strawn 14,420 

October 5 The First National Bank of Albany (3248), Albany 
Hibernia National Bank in Texas (22070), Pflugerville 
Trinity Valley Savings and Loan Association, Cleveland 

October 6 Hibernia National Bank in Texas (22070), Pflugerville 

Bank of Galveston, National Association (15593), Galveston 60,960 
Citizens Bank, Galveston 31,307 

October 12 Bank of Galveston, National Association (15593), Galveston 

NCNB Texas National Bank (21834), Dallas 27.941.433 
University Federal Savings Association, Houston 2,614 493 

October 13 NCNB Texas National Bank (21834), Dallas 
Texas Commerce Bank-Beaumont, National Association (5825), Beaumont 402.958 
Beaumont Bank-National Association (18147), Beaumont 29 198 

October 19 Texas Commerce Bank-Beaumont, National Association (5825), Beaumont 
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Mergers consummated involving two or more operating banks. July 1 to December 31. 1989 
(Dollar amounts in thousands) 

— continued 

Date 
consummated 

October 20 

October 20 

October 20 

October 20 

October 17 

November 1 

November 9 

November 16 

November 16 

November 28 

November 30 

November 30 

December 7 

\ 

December 7 

December 8 

December 13 

December 29 

December 31 

September 22 

October 27 

December 8 

Merging banks 
Resulting bank 

First City, Texas-Bryan, National Association (4070) Bryan 
First Consolidated Bank-Ferris. Ferris 
First City Texas-Bryan National Association (4070) Bryan 
First City. Texas-Bryan. National Association (4070), Bryan 
First Consolidated Bank-Rosebud, National Association (5513), Rosebud 
First City, Texas-Bryan National Association (4070), Bryan 
First City, Texas-Bryan National Association (4070), Bryan 

First Consolidated Bank-Pleasant Run at 1-35, National Association (18429) Lancaster 
First City, Texas-Bryan National Association (4070) Bryan 
Austin National Bank (20506) Austin 

First Consolidated Bank-Buda, National Association (17602) Buda 
Austin National Bank (20506), Austin 

The Frost National Bank of San Antonio (5179) San Antonio 
First National Bank (16795), Boerne 
Fair Oaks National Bank (21091), Boerne 
The Frost National Bank of San Antonio (5179), San Antonio 
American National Bank-South (15820), Corpus Christi 
American National Bank Corpus Christi (20077) Corpus Christi 
American National Bank (15820), Corpus Christi 
Hibernia National Bank in Texas (22070), Pflugerville 
United National Bank of Plano (17044), Plano 
Hibernia National Bank in Texas (22070), Pflugerville 
Hibernia National Bank in Texas (22070), Pflugerville 
Love Field National Bank (16103), Dallas 
Hibernia National Bank in Texas (22070), Pflugerville 
Hibernia National Bank in Texas (22070), Pflugerville 
Executive National Bank (18256), San Antonio 
Hibernia National Bank in Texas (22070), Pflugerville 
First National Bank in Edinburg (14124), Edinburg 
National Bank of Commerce (16572), Edinburg 
First National Bank in Edinburg (14124), Edinburg 
NCNB Texas National Bank (21834), Dallas 
Greater Texas Bank Southwest, National Association (20474) Austin 
NCNB Texas National Bank (21834), Dallas 
Hibernia National Bank in Texas (22070), Pflugerville 
Greater Texas Bank North, National Association (18378) Austin 
Hibernia National Bank in Texas (22070), Pflugerville 
Hibernia National Bank in Texas (22070), Pflugerville 
First National Bank of Frisco (18243), Frisco 
Hibernia National Bank in Texas (22070), Pflugerville 
Citizens National Bank of Weatherford (2723), Weatherford 
Aledo State Bank, Aledo 

Citizens National Bank of Weatherford (2723), Weatherford 
Hibernia National Bank in Texas (22070) Pflugerville 
Westheimer Memorial Bank, National Association (18379) Houston 
Hibernia National Bank in Texas (22070), Pflugerville 
The First National Bank in Joshua (16358), Joshua 
Midlothian National Bank (18043), Midlothian 
The First National Bank in Joshua (16358), Joshua 
Promenade National Bank (15856), Richardson 
Plano National Bank (20970), Plano 
Promenade National Bank (15856), Richardson 
The First National Bank of Killeen (5750), Killeen 
United National Bank (17313), Houston 
American Bank of Conroe, Conroe 
The First National Bank of Killeen (5750). Killeen 

UTAH 

Drs! Security Bank of Utah National Association (2597), Ogden 
Davis County Bank Farmington 
First Security Bank of Utah National Association (2597), Ogden 

VIRGINIA 

Jefferson National Bank/Tidewater (22025), Cheasapeake 
American Bank Newport News 

Jefferson National Bank/Tidewater (22025), Cheasapeake 
New Atlantic Bank, National Association (22155), Norfolk 
Atlantic National Bank (15895) Norfolk 
New Atlantic Bank National Association (22155), Norfolk 

Total assets 

315,026 
12,026 

315,026 
17,125 

315,026 
19,291 

24,113 
15,040 

2,535,116 
60,346 
10,189 

2,600,663 
110 
46 

156 

34,845 

38,804 

8,596 

105,633 
125,000 

26,854 

9,452 

68,995 
10,456 

53,973 

21,400 
12.957 

153,454 
15,234 

167,874 
133,966 

14,632 
26,303 

158,019 

3,018,663 
30.442 

3,046.354 

98,663 
20,766 

119,429 
1.500 

11,413 
15,785 
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Mergers consummated involving two or more operating banks, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank Total assets 

WASHINGTON 

Seattle-First National Bank (11280). Seattle. 10.555,388 
American Savings Bank, Tacoma 655,794 

December 2 Seattle-First National Bank (11280), Seattle 10.878,732 

WEST VIRGINIA 

United National Bank (1427), Parkersburg 616,433 
Elk National Bank (16182), Big Chimney. 28,251 

July 1 United National Bank (1427), Parkersburg 644 684 
United National Bank (1427), Parkersburg 615,260 
Ohio Valley National Bank of Vienna (14772), Vienna . 64,322 

July 1 United National Bank (1427), Parkersburg . 676,382 
The Weston National Bank (13634), Weston. 64,680 
Webster County National Bank (14013), Webster Springs . 35,914 
Kanawah Union Bank, Glenville. 73,462 

July 1 United National Bank - Central (13634), Glenville 174,056 
United National Bank (1427), Parkersburg. 615,260 
The First National Bank of Ripley (10762), Ripley. 65,668 

August 28 United National Bank (1427), Parkersburg 677,156 
Greenbrier Valley National Bank (5903), Lewisburg 105,121 
Western Greenbrier National Bank (16298), Rainelle. 43,047 

December 15 Greenbrier Valley National Bank (5903), Lewisburg . 143,998 

WISCONSIN 

The Rock County National Bank of Janesville (749), Janesville. 75,966 
Rock County Savings and Trust Company, Janesville . 47,543 

October 30 The Rock County National Bank of Janesville (749), Janesville. 124,815 
Bank One, Milwaukee, National Association (5458), Milwaukee . 1.885,353 
Bank One, Mequon, Mequon 28,023 

November 4 Bank One, Milwaukee, National Association (5458), Milwaukee 1.913,376 
Bank One, Milwaukee, National Association (5458), Milwaukee . 1,913,376 
Bank One, Waukesha, Delafield. 705,219 

November 18 Bank One, Milwaukee, National Association (5458), Milwaukee 2,574,334 
First Wisconsin National Bank of Sheboygan (11150), Sheboygan. 300,611 
First Wisconsin South West Bank of Sheboygan, Sheboygan 71,391 

November 20 First Wisconsin National Bank of Sheboygan (11150), Sheboygan 374,570 
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Mergers consummated involving a single operating bank, July 1 to December 31, 1989 
 (Dollar amounts in thousands) 

Date 
consummated 

Merging banks 
Resulting bank Total assets 

July 18 

CALIFORNIA 

Mineral King Interim National Bank, Visalia 
Mineral King National Bank, Visalia 
Mineral King National Bank, Visalia (17381) 

FLORIDA 

The First Interim National Bank of Hollywood, Hollywood 
First National Bank of Hollywood, Hollywood 

$ 7,118 

October 30 First National Bank of Hollywood, Hollywood (20012) 
Barnett Bank of Ft Myers, National Association, Ft Myers 
Barnett Bank of Lee County, National Association Ft Myers 

30,033 

October 31 Barnett Bank of Lee County, National Association, Ft Myers (15050) 
First American Bank and Trust, National Association, North Palm Beach 
First American Bank and Trust, North Palm Beach 

485,097 

December 15 First American Bank and Trust, National Association, North Palm Beach (22150) 

ILLINOIS 

Mendota Interim National Bank, Mendota 
The National Bank of Mendota, Mendota 

July 31 The National Bank of Mendota, Mendota (13611) 
National Bank of Fairbury, Fairbury 
NBF Interim National Bank, Fairbury 

101,731 

October 31 National Bank of Fairbury, Fairbury (14417) 

KANSAS 

Bank IV Interim National Bank of Garden City, Garden City 
The Garden National Bank of Garden City Garden City 

60,689 

December 22 Bank IV Garden City, National Association, Garden City (13990) 

KENTUCKY 

The Fifth Third Bank of Central Kentucky, National Association, Paris 
The National Bank and Trust Company of Pans Paris 

108,204 

October 31 The Fifth Third Bank of Central Kentucky, National Association, Paris (14076) 
37,098 

November 27 

FNB National Bank of Manchester, Manchester 
The First National Bank of Manchester, Manchester 
The First National Bank of Manchester. Manchester (7605) 

MINNESOTA 

Citizens National Bank of Madelia, Madelia 
State Bank of Pennock, Pennock 
Heritage Bank (Interim), National Association, Willmar 
Heritage Bank, National Association, Willmar 

79,356 

October 17 Heritage Bank, National Association, Willmar (15401) 
48,739 

November 15 

Firstar St Anthony Bank, National Association, St Anthony 
New Firstar St Anthony Bank, National Association St Anthony 
Firstar St Anthony Bank, National Association, St Anthony (16702) 

MISSOURI 

Hannibal Interim, National Association, Hannibal 
The Hannibal National Bank, Hannibal 

90.095 

November 30 The Hannibal National Bank, Hannibal (6635) 

NEW JERSEY 

Mid Jersey National Bank, Somerville 
The Mid Jersey National Bank, Somerville 

67,969 

August 11 Mid Jersey National Bank Somerville (21174) 

OHIO 

The National Bank of Oak Harbor, Oak Harbor 
The NBOH National Bank Oak Harbor 

20,214 

October 31 The National Bank of Oak Harbor. Oak Harbor (14203) 
59,028 
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Mergers consummated involving a single operating bank, July 1 to December 31, 1989 — continued 
(Dollar amounts in thousands)  

Date 
consummated 

Merging banks 
Resulting bank 

Total assets 

July 1 

PENNSYLVANIA 

The Jim Thorpe Interim National Bank, Jim Thorpe 
The Jim Thorpe National Bank, Jim Thorpe 
The Jim Thorpe National Bank, Jim Thorpe (6534) 47,058 

October 1 

McConnellsburg Interim National Bank and Trust Company, McConnellsburg 
The Fulton County National Bank and Trust Company, McConnellsburg 
The Fulton County National Bank and Trust Company, McConnellsburg (13765) 57,032 

December 29 

National Bank of the Main Line, Wayne 
Wayne National Bank, Wayne 
National Bank of the Mam Line, Wayne (20221) 119,179 

September 29 

TENNESSEE 

The First National Bank of Gatlinburg, Gatlinburg 
Interim National Bank of Gatlinburg, Gatlinburg 
The First National Bank of Gatlinburg, Gatlinburg (14653) 97,117 

December 5 

TEXAS 

The Gainesville National Bank in Gainesville, Gainesville 
New Gainesville National Bank, Gainsville 
The Gainesville National Bank in Gainesville, Gainesville (13698) 84 

December 29 

Lubbock National Bank, Lubbock 
New Lubbock National Bank, Lubbock 
Lubbock National Bank, Lubbock (22111) 83,042 

December 1 

VIRGINIA 

New Broadway Bank, National Association, Broadway 
The First National Bank of Broadway, Broadway 
The First National Bank of Broadway, Broadway (6666) 52,607 

September 1 

WEST VIRGIN'A 

Guyan National Bank, Barboursville 
Guyan Interim National Bank, Barboursville 
Guyan National Bank, Barboursville (16385) 23,706 

December 31 

First National Bank of Chester, Chester 
NEWCO National Bank, Chester 
First National Bank of Chester, Chester (15773) 21,343 

December 31 

First National Bank in Marlinton, Marlinton 
FNB National Bank, Marlinton 
First National Bank in Marlinton, Marlinton (13783) 40,549 

August 31 

WISCONSIN 

First Wisconsin National Bank of Wisconsin Rapids, Wisconsin Rapids 
The First National Bank of Wisconsin Rapids, Wisconsin Rapids 
First Wisconsin National Bank of Wisconsin Rapids, Wisconsin Rapids (1998) 138,915 

October 5 

First National Bank of Cudahy, Cudahy 
M&l First National Bank of Cudahy, Cudahy 
M&l First National Bank of Cudahy, Cudahy (15160) 42,893 
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National banks converted to state banks, July 1 to December 31, 1989 

Title and location of bank 

ARKANSAS 

First National Bank of Fordyce, Fordyce (9501), converted to First State Bank of Fordyce 
Peoples National Bank, Mammoth Springs (21667), converted to Mercantile Bank 

Mammoth Springs 

SeCuntV National Bank. Sidney (20869), converted to Mercantile Bank, Sidney 

COLORADO 

Ommbank ILIFF National Association Aurora (21075), converted to Omnibank ILIFF, Aurora 

ILLINOIS 

Magna Bank of Freeburg, National Association, Freeburg (7941), converted to 
Magna Bank of Freeburg 

Magna Bank of Marissa, National Association, Marissa (13735), converted to 
Magna Bank of Marissa 

Magna Bank of Mascoutah, National Association, Mascoutah (13795), converted to 
Magna Bank of Mascoutah 

National Bank of Urbana, Urbana, (15843), converted to First State Bank of Urbana 

MISSOURI 

Landmark Bank of Ozark, National Association, Ozark (16546), converted to Landmark Bank 
of Ozark . 

Landmark Bank. National Association, Springfield (16850), converted to Landmark Bank 
of Springfield . 

NEBRASKA 

0 Neill National Bank, O'Neill (5770), converted to First United Bank, O'Neill 

NEW YORK 

Midland Bank, pic, London, England, New York Branch, (80055), converted to Midland Bank, 
pic, New York Branch . 

TEXAS 

First National Bank of Gonzales, Gonzales (14756), converted to Victoria Bank and 
Trust Company-Central, Gonzales 

Citizens National Bank, New Braunfels (20006), converted to Citizens Bank 
New Braunfels National Bank, New Braunfels (16481), converted to Victoria Bank and 

Trust Company-West, New Braunfels 
Liberty National Bank, North Richland Hills (20343), converted to Liberty Bank 

‘Data not available 

Effective date 

August 22 

October 24 
October 24 

October 1 

September 1 

September 1 

September 1 
November 15 

August 9 

August 9 

December 1 

November 1 

October 2 
September 21 

October 2 
July 3 

Total assets 

$ 35,900,000 

21,772,000 
6,474 000 

15,527,000 

40,577,000 

31,779,000 

43,165,000 
25,573,000 

38,708,000 

56,491,000 

60,363,000 

67,014,000 
13,886,000 

57,060,000 
25,500.000 

144 



National banks merged into state banks, July 1 to December 31. 1989 

Title and location of bank 

FLORIDA 

Community National Bank, Mims (16985), merged into Orange Bank, Ocoee 

ILLINOIS 

First National Bank of Freeport, Freeport (13695), merged into Mount Carroll National Bank, 
Mount Carroll (14247), merged into First Bank North, Freeport 

Polo National Bank, Polo (14342), merged into First Bank South, Dixon 

LOUISIANA 

The First National Bank of Abbeville, Abbeville (5807), merged into First Commercial Bank, 

Western National Bank of Louisiana, Kaplan (17930), merged into Kaplan State Bank, Kaplan 

NEW HAMPSHIRE 

Dartmouth National Bank, Hanover (1145), merged into Indian Head National Bank of Keene, 
Keene (877), merged into Indian Head National Bank, Nashua (15563), merged into Fleet 

Bank-New Hampshire, Nashua. 

NEW YORK 

Nanuet National Bank, Nanuet (13314), merged into Scarsdale National Bank, Scarsdale 
(11708), merged into The Bank of New York, New York City 

OKLAHOMA 

Utica National Bank and Trust Company, Tulsa (14682), merged into F&M Bank and Trust 

Company, Tulsa .: •_ ■ ■ _ , 
Park Avenue Bank, National Association, Oklahoma City (18276), merged into Founders Bank 

and Trust Company, Oklahoma City 
City National Bank of Sayre, Sayre (9976), merged into First State Bank and Trust 

Company, Hollis . 

TENNESSEE 

Sovran Bank/Marshall County, National Association, Lewisburg (8934), merged into Sovran 

Bank/Central South, Nashville 

TEXAS 

Community National Bank, Austin (15691), merged into First State Bank, Austin 
National Bank of Commerce, Brownsville, (15513), merged into Texas Commerce Bank-Rio 

Grande Valley, Brownsville . 
Forestwood National Bank of Dallas, Dallas (16824), merged into Comenca Bank-Texas, Dallas 
Park Forty-Five National Bank, Spring (18451), merged into Klein Bank, Spring 
First Consolidated Bank-Hillsboro, National Association, Hillsboro (10549), merged into First 

State Bank, Hubbard, Texas . 
City National Bank of Plano, Plano (16677), merged into Compass Bank-Piano 
The Nolte National Bank of Seguin, Seguin (14355), merged into Victoria Bank and Trust 

Company-Central, Gonzales . 
Kingsville Bank and Trust Company, National Association, Kingsville (15175), merged into 

Victoria Bank and Trust Company-Central, Gonzales 
Cullen Bank Northfield, National Association, Houston (16975), merged into Cullen Center Bank 

and Trust, Houston. 
First National Bank in Pleasanton, Pleasanton (13642), merged into Hays County National 

Bank (16614), and merged into Victoria Bank and Trust Company-West, New Braunfels 
American National Bank, Bay City (17279), merged into Victoria Bank and Trust 

Company-Central, Gonzales 
First National Bank of Halletsville, Halletsville (4338), merged into Victoria Bank and Trust 

Company-Central, Gonzales 
The First National Bank of Nordheim, Nordheim (12390), merged into Victoria Bank and 

Trust Company-West, Gonzales 
First National Bank of Schulenburg, Schulenburg (14355), merged into Victoria Bank and 

Trust Company-Central, Gonzales 

VIRGINIA 

The Mountain National Bank of Clifton Forge, Clifton Forge (14180). merged into 

Crestar Bank, Richmond 

WEST VIRGINIA 

Cherry River National Bank, Richwood (13627), merged into First Community Bank 

Inc , Princeton _ 

Effective 
date 

August 1 

July 1 
July 1 

July 24 
October 26 

October 1 

September 1 

July 20 

October 19 

December 13 

July 15 

November 1 

July 13 
July 27 
August 3 

October 20 
November 9 

November 10 

November 10 

November 17 

November 17 

December 1 

December 15 

December 15 

December 15 

September 1 

September 30 

Total 
assets of 
national 
banks" 

$151,171,000 

204,844,000 
34,983,000 

97,062,000 
11.848.000 

1,317,769,000 

866,962,000 

164,978,000 

17,919,000 

24 102,000 

84 459,000 

124,342,000 

21,952.000 

11,315,000 
63,338 000 

36 541,000 

34,561,000 

21,395.000 

40,931,000 

21.520.000 

49.632,000 

13,291,000 

21 645,000 

35.045.000 

54 057 000 

*as of 6/30/89 
“Data not available 
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National banks liquidated under emergency procedures, July 1 to December 31, 1989 

--Title and location of bank 

ARIZONA 

cirst Commerce National Bank (20283), Phoenix 

Effective date Total assets 

December 7 25,047,000 
COLORADO 

First National Bank of Vail (18241), Vail 

LOUISIANA 

Security National Bank of Shreveport (17223), Shreveport 

NEW YORK 

First City National Bank and Trust Company (18726), New York 

October 5 

November 17 

December 20 

5,904,000 

19,579,000 

42,805 000 

Na lion a I banks in voluntary liquidation, July 1 to December 31, 1989 

___Title and location of bank 

CALIFORNIA 

Overseas Trust Bank Ltd (80012), San Francisco 

FLORIDA 

Jefferson National Bank, Boca Raton (21268) 

IOWA 

Nodaway Valley National Bank, Vlllisca (14041) 

NEW YORK 

Bank Leu Ltd/Zurich Switzerland, New York (80074) 

Effective date 

July 21 

December 15 

October 31 

December 29 

Total assets 

$24,929,000 

18,404,000 

WASHINGTON 

Barclays Bank International, Seattle (80017) 
November 

'Data not available 
3 
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Assets, liabilities and capital accounts of national banks, September 30, 1988, and September 30, 1989 
(Dollar amounts in millions) 

Sept 30, 1988 
4,373 banks1 

Sept 30 1989 
4,201 banks2 

Change Sept 30, 1988— 
Sept 30, 1989 

Fully consolidated 

Consolidated 
foreign and 
domestic 

Consolidated 
foreign and 
domestic 

Amount Percent 

Assets 

Cash and balances due from depository institutions: 
0 1 Noninterest-bearing balances and currency and com $ 121,335 $ 121,439 $ 103 

Interest-bearing balances . 78,524 72,922 (5,603) -7 1 

Securities. 273,665 291,168 17,502 6.4 

Federal funds sold and securities purchased under agreements 
to resell . 79,375 77,012 (2,363) -3 0 

Loans and leases, net of unearned income 1,162,390 1,246,522 84,131 7.2 

Less allowance for loan and lease losses . 32,121 30,665 (1,456) -4 5 

Less allocated transfer risk reserve. 122 162 41 33 4 

Net loans and leases . 1,130,148 1,215,695 85,547 7 6 

Premises and fixed assets. 26,976 27,723 747 2.8 

Other real estate owned. 8,113 7,977 (137) -1.7 

All other assets. 98,944 107,242 8,298 8.4 

Total assets. 1,817,081 1,921,176 104,095 5.7 

Liabilities 

Deposits: 
(3,894) -1.5 Noninterest-bearing deposits in domestic offices. 262,305 258,411 

Interest-bearing deposits in domestic offices . 914.047 989,208 75,161 8.2 

Total domestic deposits. 1,176,352 1,247,619 71,267 6.1 

Total foreign deposits. 199,086 196,145 (2,942) -1.5 

Total deposits. 1,374,648 1,443,763 69,115 5.0 

Federal funds purchased and securities sold under agreements 
17,977 109 to repurchase 165,083 183,060 

Demand notes issued to the U S. Treasury . 20,849 18,363 (2,487) -11.9 

Other borrowed money. 72,702 78,749 6,048 8 3 

Subordinated notes and debentures 9,374 10,986 1,612 17 2 

All other liabilities. 66,698 71,905 5,207 7.8 

Total liabilities. 1,710,896 1,806,827 95,931 5.6 

Limited-life preferred stock. 76 79 2 2.8 

Equity capital 

Perpetual preferred stock . 857 813 (44) -5 1 

Common stock. 16,714 16,547 (167) -1.0 

Surplus. 37,728 40,935 3,207 8 5 

Net undivided profits and capital reserves 51,152 56,355 5,203 10 2 

Cumulative foreign currency translation agreements (353) (388) (35) 9.9 

Total equity capital . 106,098 114,261 8,164 7.7 

Total liabilities, limited-life preferred stock, and equity capital 1,817,081 1,921,176 104,095 5.7 

’Revised figures 
Reporting national banks 
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Income ana expenses at fore,gn and domestic offices and subsidiaries of national banks. September 30 1989 

(Dollar amounts in millions) 

4 201 hanks' 

Consolidated 
foreign and 
domestic 

Percent 
distribution 

Interest income 

Interest and fee income on loans 
$108,842 

2,168 
6,529 

18,198 
1,707 

5,536 

76.1 
1.5 
4 6 

12.7 
1.2 

39 

Income from lease financing receivables 

merest income on balances due from depository Institutions 
interest and dividend income on securities 
interest income from assets held in trading accounts 

interest income from federal funds sold and securities purchased under agreements 
tv l CuC 11 

Total interest income 

Interest expense 
Interest on deposits 

Expense of federal funds purchased and securities sold under agreements to 
repurchase 

Interest on demand notes issued to the U S Treasury and on other borrowed money 
interest on mortgage indebtedness and obligations under capitalized leases 
interest on notes and debentures subordinated to deposits 

142,979 100 0 

68,932 

12,325 
10,922 

112 
727 

74 1 

133 
11.7 
0.1 
0.8 

Net interest income 
93,019 100 0 

Provision for loan and lease losses 
Provision for allocated transfer risk 

Noninterest income 

Service charges on deposit accounts 
Other noninterest income 

Total noninterest mmma 

49,960 
10,469 

5 

4,645 
18,957 

19.7 
80 3 

Gams and losses on securities not held in trading accounts 
Noninterest expense 

Salaries and employee benefits 

Expenses of premises and fixed assets (net of rental income) 
Other noninterest expense 

Total noninterest expense 

23,601 100 0 

312 

21,718 
7,486 

19,314 

44 8 
15 4 
398 

48,518 1000 

Income (loss) before income taxes and extraordinary items and other adjustments 
Applicable income taxes 

Income before extraordinary items and other adjustments 
Extraordinary items and other adjustments, net of taxes 

14,882 
4,876 

10,007 
301 

Net income 
10,308 

Total cash dividends declared2 
5,911 

Recoveries credited to allowance for possible loan losses 
Losses charged to allowance for possible loan losses 

2,015 
10,633 

Net loan losses . 
8,618 

Reporting national banks - 

Gariks with assets of less than $100 million report this item only m their December Report of Income 

148 



Deposits of national banks, by states, September 30, 1989 

(Dollar amounts in millions) 

Domestic offices 

Total 
demand 

deposits at 
domestic 

offices 

All 
NOW 

accounts 

Money 
market 
deposit 

accounts 

Large 
time 

deposits 

All other 
deposits 

at domestic 
offices 

Total 
deposits 

at 
foreign 
offices 

Total 
consolidated 

deposits 

All national banks . $252,381 $108,209 $208,883 $237,343 $440,803 $196,145 $1 443,763 

Alabama . 2,164 1,039 2,313 1,868 5,045 171 12 599 

Alaska . 823 146 397 470 815 1 2 653 

Arizona . 2,803 1,422 3,196 1,456 5,848 0 14 724 

Arkansas . 1,453 1,239 1,098 1,109 3,673 0 8,572 

California . 34,197 12,952 26,745 23,289 40,166 27,589 164 939 

Colorado 3,912 1,994 3,175 2,680 4,608 264 16,632 

Connecticut. 3,523 1,266 2,773 2,565 6,138 ATT 16.743 

Delaware 264 69 1,685 5,081 758 50 7,908 

District of Columbia. 2,685 1,180 3,270 2,899 2,429 2,823 15,285 

Florida. 13,530 7,875 14,080 12,489 25,769 1.257 74,999 

Georgia 6,343 2,464 5,515 4,305 8,989 473 28,089 

Hawaii . 53 27 22 39 73 0 215 

Idaho . 783 561 868 430 2,162 0 4,804 

Illinois. 13,261 4,571 7,785 20,218 22,071 21,647 89,553 

Indiana. 4,406 2,407 3,186 3,422 10,777 168 24,365 

Iowa . 1,546 1,018 1,045 569 4,283 0 8,461 

Kansas . 1,541 1,101 1,532 1,422 4,041 0 9.637 

Kentucky . 2,113 1,337 1,115 1,751 5,364 298 11,979 

Louisiana. 3,474 1,341 3,150 4,148 6,092 412 18,618 

Maine 510 317 606 338 1,502 0 3,274 

Maryland . 4,151 1,165 3,266 2,809 6,851 620 18.862 

Massachusetts . 6,995 2,118 9,402 7,665 8,428 7,803 42,411 

Michigan. 7,140 2,145 5.825 6,250 15,103 2,205 38,668 

Minnesota. 4,755 2,411 3,740 6,516 8,830 758 27,010 

Mississippi. 1,279 797 1,063 1,238 3,294 0 7,6/2 

Missouri . 5,053 2,307 3,525 3,169 7,693 52 21,799 

Montana. 567 414 551 229 1,412 0 3,174 

Nebraska. 1,443 1,118 1,009 785 4,439 0 8,794 

Nevada 1,061 442 893 639 1,107 0 4,141 

New Hampshire . 464 437 384 519 1,356 0 3,160 

New Jersey. 11,217 4,340 7,663 7,519 22,095 154 52,988 

New Mexico . 818 742 770 916 1,928 0 5,174 

New York. 31,888 7,490 25,647 29,453 33,339 112,998 240,814 

North Carolina 6,300 2,985 5,189 9,889 11.892 2,078 38,333 

North Dakota. 327 311 296 238 1,465 0 2.636 

Ohio . 9,954 5,259 8,247 9,652 27,364 1.537 62.013 

Oklahoma 2,397 1,500 1,692 1,866 5,198 55 12,709 

Oregon . 2,390 1,585 1,768 1,321 4,850 20 11,934 

Pennsylvania 14,015 4,991 12,396 15,033 27 636 7,125 81,196 

Puerto Rico. 8 4 0 20 41 0 73 

Rhode Island . 966 454 1,308 2,737 3,319 1,268 10.051 

South Carolina 2,350 1,739 2,507 1,498 4,647 0 12,742 

South Dakota 513 411 574 570 3,805 0 5.873 

Tennessee . 3,327 1,602 3,041 2,465 8,190 148 18,773 

Texas . 19,275 9,660 13,614 23,599 32,884 2,933 101.966 

Utah . 1,004 615 829 475 2,208 98 5,230 

Vermont . 266 191 275 314 1,003 0 2,049 

Virginia. 
Washington. 

3,438 2,079 2,209 3.806 8 874 109 20,514 

5,624 2,370 4,704 2.821 8.996 526 25,042 

West Virginia 1,081 790 749 709 4.914 0 8,244 

Wisconsin . 2,657 1,124 1,912 1,791 6,371 27 13,883 

Wyoming 271 286 279 282 669 0 1.787 
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Loans of national banks, by states, September 30, 1989 
(Dollar amounts in millions) 
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Outstanding balances, credit cards and related plans of national banks, September 30, 1989 

(Dollar amounts in thousands) 

All national banks 

Alabama 
Alaska . 
Arizona . 
Arkansas . 
California 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida. 

Georgia 
Hawaii . 
Idaho. 
Illinois . 
Indiana 
Iowa. 
Kansas . 
Kentucky. 
Louisiana 
Maine. 

Maryland. 
Massachusetts 
Michigan 
Minnesota. 
Mississippi . 
Missouri. 
Montana . 
Nebraska . 
Nevada . 
New Hampshire 

New Jersey . 
New Mexico. 
New York . 
North Carolina 
North Dakota 
Ohio. 
Oklahoma. 
Oregon . 
Pennsylvania 
Puerto Rico 

Rhode Island 
South Carolina 
South Dakota 
Tennessee . 
Texas . 
Utah 
Vermont. 
Virginia. 
Washington 
West Virginia 

Wisconsin 
Wyoming 

Total 
number 

Credit cards and other 
related credit plans 

of 
national 
banks 

Number of 
national banks 

Outstanding 
volume 

4,201 2,330 $82,089,830 

51 18 297,305 

3 2 47,767 

15 15 809,999 

83 14 111,530 

160 146 11,270,271 

253 223 1,099,013 

18 10 525,037 

15 15 19,129,145 

24 21 157,423 

166 86 2,636,147 

62 44 2,306,111 

3 1 3,212 

7 7 184,119 

355 184 353,818 

93 77 850,047 

103 58 431,229 

163 44 262,530 

84 38 272.094 

52 24 545,322 

7 7 85,049 

28 20 2,254,768 

39 29 1,108,538 

78 54 398,535 

158 112 860,923 

27 12 110,404 

90 53 330,212 

56 32 54,700 

112 49 937,411 

7 5 6,845,246 

16 11 69,650 

56 42 772,135 

41 16 182,784 

95 63 3,957,066 

16 15 966,808 

30 15 81,380 

135 107 3,750,204 

178 62 44,897 

7 6 837,084 

163 84 781,364 

1 1 7,896 

5 4 300,041 

29 24 799.898 

24 10 9,780,331 

49 26 698,313 

719 235 835.812 

6 4 186.902 

12 4 39,736 

53 27 1,087,264 

27 19 1,932,566 

85 28 87,229 

110 101 604,009 

32 26 8.556 
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National banks engaged in lease financing, September 30, 1989 
(Dollar amounts in thousands) 

All national banks 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 

Georgia 
Hawaii . 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine. 

Maryland 
Massachusetts 
Michigan. 
Minnesota 
Mississippi 
Missouri. 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico . 
New York 
North Carolina 
North Dakota 
Ohio . 
Oklahoma 
Oregon 
Pennsylvania 
Puerto Rico 

Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Total number Number of banks Amounts of lease 
of national engaged in lease financing at 

banks financing domestic offices 
4,201 952 $22,972,466 

51 5 68,109 
3 1 18,949 

15 4 348,225 
83 22 13,154 

160 49 4,090,078 
253 80 152,244 

18 3 560 
15 2 80,034 
24 4 66,190 

166 25 351,417 

62 11 474,533 
3 1 2,049 
7 3 92,455 

355 84 73,033 
93 43 390,717 

103 15 8,581 
163 34 36,247 
84 23 192,128 
52 10 22,926 

7 2 3,715 

28 6 530,071 
39 14 2,923,733 
78 20 373,287 

158 65 264,159 
27 3 3,354 
90 22 174,738 
56 8 638 

112 28 65,325 
7 3 5,500 

16 4 12,181 

56 15 423,690 
41 14 18,334 
95 18 3,957,562 
16 6 1,061,337 
30 13 9,612 

135 61 1,452,378 
178 37 8,988 

7 3 310,347 
163 35 1,836,850 

0 

1,741,765 
73,869 
3,676 

164,780 
365,629 
142,133 

1,459 
113,467 
270,760 

2,479 
174,347 

674 
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Consolidated foreign and domestic loans and leases past due at national banks by states, September 30, 1989 

(Dollar amounts in millions) 

Type of loan 

Number All Commercial To 

of real and Other Total non-US 

banks estate industrial1 Personal2 Leases loans3 loans addresses 

All national banks 4,201 $11,600 8 $7,306.6 $8,055 4 $335 2 $1,453.0 $28,751 0 $966 5 

Alabama. 51 539 43 4 71.9 0.0 6.7 175 8 0.0 

Alaska . 3 23 9 23.1 1.3 09 5.5 54 8 0 0 

Arizona . 15 273 9 100 0 66 3 3.2 48 0 491.3 1.5 

Arkansas . 83 560 42.4 25 6 0.0 2.1 126 2 0 0 

California. 160 1,529 9 1,180.9 577 8 29 8 354 0 3,672 5 300 7 

Colorado. 253 103 2 133 8 78 4 06 1.4 31 7 5 0 0 

Connecticut 18 453.2 194.2 107.1 0.0 21.3 775 9 0 0 

Delaware. 15 7.6 8.7 791 2 09 0 2 808 6 0 0 

District of Columbia 24 164.7 100.2 23 9 0 1 36 4 325 3 1 6 

Florida. 166 557 6 1965 3293 5.3 17 5 1,106.2 2.1 

Georgia 
Hawaii . 

62 
3 

186 8 
0.2 

174.1 
1.0 

196 9 
0.2 

18 1 
00 

14.2 
0.0 

590 1 
1.4 

1.7 
0.0 

Idaho . 7 19 2 15.1 21.7 0 1 1 5 57 6 0.0 

Illinois . 355 261.8 3105 177 1 2.3 11.7 763 4 7.8 

Indiana . 93 135.1 86 9 143.7 2.2 8.7 376 6 0.0 

Iowa. 103 195 43.4 54 9 0.1 0 7 118 5 0 0 

Kansas . 163 31.2 37 9 22 6 06 1 8 94.1 0 0 

Kentucky. 84 824 61.6 56 7 1 4 12 8 215 0 0 0 

Louisiana . 52 177.5 103 3 82 0 0 4 10 0 373 2 0 0 

Maine. 7 52 8 200 150 0 1 0.1 88 0 0.0 

Maryland. 
Massachusetts. 

28 
39 

104.4 
5862 

58.1 
2390 

162 5 
134 0 

4.7 
44 5 

2.4 
44 0 

332 1 
1,047 6 

3.5 
9.3 

Michigan. 
Minnesota. 

78 1566 132.7 83 0 5.1 26 6 404 0 0 0 

158 97.8 2804 92 5 5.0 21.0 496 8 0 0 

Mississippi . 
Missouri. 

27 
90 

52.1 
100.7 

18 7 
122 0 

42 8 
62 8 

00 
1.0 

2.6 
8.2 

116 1 
294 7 

0.0 
00 

Montana . 56 13.0 16 6 86 00 4 0 42 2 0 0 

Nebraska . 112 169 21.7 38 6 04 1.4 78 9 0 0 

Nevada . 7 12.5 208 442.5 0.0 1.3 477 1 0.0 

New Hampshire . . 16 564 405 22 6 0.0 0.1 119 6 0 0 

New Jersey . 56 763.2 411.1 190.7 8 1 31.7 1,404 7 11 3 

New Mexico. 41 81.2 47.5 19 0 1.2 0.1 149 0 0.0 

New York . 95 2,163.1 598 7 1,117.5 92 5 361.4 4,333 1 554 8 

North Carolina . 16 228 4 855 114 4 4 9 20.1 453 3 10 8 

North Dakota. 30 11.0 17 1 9 4 0 1 2.4 40 0 0 0 

Ohio . 135 290 6 2505 475 3 17 5 50 6 1,084 5 0 0 

Oklahoma 178 71.7 55.0 27 2 0 1 1.6 155 6 0 0 

Oregon . 
Pennsylvania 
Puerto Rico . 

7 
163 

1 

562 
454.1 

0.0 

27 7 
348 0 

139 

480 
263.1 

1.5 

1.7 
28 2 
0.0 

12 1 
1110 

0.0 

145 7 
1,204 5 

15 4 

0 0 
32 0 

0.0 

Rhode Island. 5 215.5 38 4 32 4 35.1 09 322 3 00 

South Carolina 29 112.4 70 7 74 0 3.2 5.2 265 5 0 0 

South Dakota 24 68 300 3 1,049 9 00 3 2 1,360 3 0 0 

Tennessee . 49 134.7 72 6 108.1 2.7 18 6 336 6 0 3 

Texas . 719 871.4 715 2 244 1 3.7 84 0 1,918 4 28 9 

Utah 6 37 0 19.7 25 7 0 6 2 5 85 4 0 0 

Vermont. 12 22 4 26 4 5.9 0.2 0 7 55 6 0 0 

Virginia. 
Washington 
West Virginia 

53 
27 
85 

288 6 
207.3 

77 6 

110 7 
866 
48 9 

104 7 
106 0 
559 

06 
2 9 
0 1 

31.2 
20 1 
00 

535 8 
422 9 
182 4 

0 0 
00 
00 

Wisconson 110 114 9 120 5 44 6 5 2 29 3 314 5 0 1 

Wyoming. 32 5.9 14 3 4 7 00 0 0 24 8 0 0 

'For banks with assets of ess than $30C million, this category captures commercial (time and demand) and all other loans 

2For banks with assets of less than $300 million, this category captures installment loans and credit cards and related plans 

3Does not include banks with assets of less than $300 million 
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Percent of total loans past due, by asset size of national banks 

Less 
than 

S300M 

S300M 
to 

SIB 

SIB 
to 

S10B 

Greater 
than 
SWB 

All 
national 
banks 

Real estate 
December 1988 1.07 0 89 0 73 0 87 0 85 
March 1989 1 19 1.00 0 95 1 15 1.08 
June 1989 1.07 0 88 0 77 0 78 082 
September 1989 1 09 0 93 094 087 092 

Commercial and industrial1 
December 1988 0 99 0 59 0 43 042 0 51 
March 1989 1 21 0 73 0 63 0 59 069 
June 1989 1 07 0 67 0 49 053 0 59 
September 1989 1 09 0 70 052 0 48 0 58 

Personal2 
December 1988 0 59 0 66 0 68 0 57 061 
March 1989 054 0 64 064 057 0 59 
June 1989 051 0 68 063 057 059 
September 1989 0 56 0 77 0 78 054 0 64 

Leases 
December 1988 0 01 0 01 003 002 0 02 
March 1989 0 01 0 01 003 002 0 02 
June 1989 0 01 001 003 0 03 002 
September 1989 001 0 01 003 003 003 

Other loans3 
December 1988 N/A 0 08 008 0 15 0 10 
March 1989 N/A 0 07 0 13 0 23 0 16 
June 1989 N/A 0 06 0 11 027 0 17 
September 1989 N/A 007 0 11 0.16 0 12 

Total loans 
December 1988 2 66 2 23 1.95 2 03 2 09 
March 1989 2 96 2 46 2 38 2 55 2 54 
June 1989 2 66 2 29 2 03 2 17 2 19 
September 1989 2 75 2 49 2 38 2 08 2 29 

NOTES: 

Past due loans — These items are (1) single payment notes 30 days or more past maturity. (2) single payment notes with interest due at specified 
intervals and demand notes on which interest is due and unpaid for 30 days or more, (3) amortizing real estate loans and closed-end monthly 
installment loans and lease financing receivables in arrears two or more monthly payments, or, if scheduled other than monthly, when one 
scheduled payment is due and unpaid for 30 days or more, (4) open-end credit accounts on which the customer has not made the minimum 
monthly payment for two or more billing cycles, and (5) unplanned overdrafts outstanding 30 days or more after origination 

'For banks with assets of less than $300 million, this category captures commercial (time and demand) and all other loans 
"For banks with assets of less than $300 million, this category captures installment loans and credit cards and related plans 
3Data not available for banks with assets of less than $300 million 
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